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The Season’s Greetings 


To those many readers who have shown their interest in the 
journal and the work of the editors throughout the year, by con- 
tributions, inquiries, correspondence and letters of appreciation, 
the editorial staff expresses its gratitude, and to readers generally 
extends the season’s greetings and heartiest good wishes for a 
happy and prosperous New Year. 





The Meaning Behind the Figures 
By A. A. Fitzceratp 


“Nothing is more misleading than facts—except figures.” Par- 
ticularly if the figures are percentages! Figures cannot lie. True, 
but practically everyone, including liars, can figure. And practically 
any set of figures can be misunderstood, misinterpreted or misused. 
Laymen often think and talk of accountants as experts in the 
handling of figures and visualise accountancy as the working of a 
species of glorified “sums.” But as a matter of fact, a man can 
be a good accountant with a very limited knowledge of any but 
the most elementary mathematical processes. So long as he can 
add, multiply, divide and subtract with reasonable facility and 
accuracy he can, if need be, dispense with the higher mathematics. 
This is not to say that a knowledge of the calculus may not be a 
valuable aid to an accountant. But it is not indispensable. . What 
is indispensable, if a man aspires to be a competent accountant, 
however, is that he should know how to use figures, and in particu- 
lar how to detect and avoid fallacies in their misuse. 

In no phase of accountancy is this fact more evident than in 
the analysis of accounting statements. Fundamentally, the analysis 
of accounting statements consists of the tracing of the causal 
telationships in a series of connected figures, and the comparison 
of that series with some other comparable series, in order to throw 
More light upon the meaning which often lies hidden from the 
casual observer. 

It is in this sense that some thoughtful accountants have called 
*“countancy “the art of comparison” and others have described it 
a branch of statistics. 


A 
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In the attempt to trace or to emphasize causal relationships in 
accounting statements, many devices have been used. Probably 
the most commonly used device is percentages. Properly used, 
percentages may greatly assist analysis, but they have definite 
limitations, and they may very easily be misused. The student or 
young accountant should be on his guard against the ever-present 
possibilities of such misuse. So serious are those possibilities, 
indeed, that I would go so far as to say that percentages should 
never be used in the analysis of an accounting statement unless no 
better device for analysis is available. Even then, if percentages 
are used, they should never be accepted lightly at face value, until 
further inquiries have been made as to whether the apparent 
meaning of the percentages is consistent with all that can otherwise 
be learned of the facts in the case. 

Let us take the analysis of a profit and loss statement of a 
manufacturing concern as an example. 

In such a concern, a profit and loss statement arranged in 
suitable form as a preliminary to further analytical work might 
read as follows: 


























This Year Last Year 
Sales .. . £100,000 £80,000 
Less Cost of ‘Goods "Sold. 
Manufacturing Cost. 
Materials Used . 32,000 30,000 
Labour .. 28,000 20,000 
Manufacturing Expense 20,000 18,000 : 
Total Manufacturing Cost . 80,000 68,000 
Plus or Minus Decrease or 
Increase in Stocks of 
Manufactured Goods +3,000 —2,000 
Cost of Goods Sold .. .. .. .. 83,000 66,000 
Gross Profit .. 1a £17,000 £14,000 
Selling Expense ‘ 8,650 7,950 
Administration Expense 2,500 2,250 
Financial Expense* .. .. 4 850 800 
Total Expense .. aa ae os: £12,000 £11,000 
Net Operating Profit .. £5,000 £3,000 


The purpose of further analysis 
find out why the operating profit is 
with £3,000 last year, with a view 





of this statement will be to 
£5,000 this year as compared 
to assisting the managers or 


proprietors in deciding whether the operations have been as 


efficient as possible. 


Let it be noted, before passing on, that a comparison of this 
year’s results with last year ’s results does not afford a satisfactory 
basis of comparison, since last year’s operations may themselves 
That this year's results 
are better than last year’s may prove only that this year’s operations 
have been less inefficient than last year’s operations. 


*Opinions differ as to whether Financial Expense should be treated as 


have been most inefficiently carried out. 


an Operating Expense, but this point is not material to the present discussion. 


That, of 
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course, is the essence of the case for standard costs and budget 
comparison. When standard costs and budgets are available for 
comparison, current results can be judged by reference to 
standards of attainable efficiency and not merely by reference to 
some past results. For the purpose of this article, let us assume 
that no satisfactory standards are available. The best we can do 
in these circumstances is to compare current results with past 
results. Comparison with one past period only would of course 
be unwise, but to simplify our illustration, let us assume further 
that last year’s results are the best so far attained. 

Very little examination of the figures in our example is needed 
to tell us that the main reasons for the larger profit this year are: 

(i) The increase in Sales Value. 

(ii) The fact that Expense has not increased in proportion 
to the increase in sales. Total Selling, Administration 
and Financial Expense this year takes 12% of Sales as 
compared with 13:75% last year. 

On the other hand, the gross profit percentage on Sales has been 
reduced slightly, from 17:5 % to 17%. Further examination of 
these reasons opens up further avenues of enquiry. 

(i) Is the increase in Sales Value the result of higher sales 

prices or greater volume of sales, partly one and 
partly the other, or the net result of an increase in one 
and a decrease in the other? Analysis of percentages 
will not answer this question for us. So we get our 
first illustration of the limitations of the percentage 
method of analysis. 
The relationship between Sales and Expense may be 
further analyzed by calculating the percentages of each 
group of expense on Sales. Thus Selling Expense this 
year is 8-65% on Sales as compared with 9:9% last 
year, Administration Expense is 2:-5% on Sales as 
compared with 2°8% last year, and Financial Expense 
is ‘85% on Sales as compared with 1% last year. But 
these percentages do not tell us whether and to what 
extent the movements in percentages are due to savings 
or more efficient selling, administration or finance on 
the one hand or to increased volume of sales (and 
consequently naturally lower percentage of fixed 
charges) on the other. Further subdivision of each 
group of expense into Variable, Semi-Variable and 
Fixed Expense would be necessary before this question 
could be answered. 

(iii) Is the slight reduction in gross profit percentage on 
Sales due to lower sales prices, higher cost of goods 
sold, the combined effect of both, or the net effect of 
opposite movements in the two variables? 

To demonstrate the fact that percentage analysis will not 
satisfactorily answer these questions and that it may lead to erro- 
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neous conclusions, let us now apply the percentage method 


throughout the example. 














This Year Last Year 

% on % on 

£ Sales £ Sales 

Sales . . .- 100,000 100-00 80,000 100-00 
Less Cost of Goods Sold — os oe ©6h ee 83-00 66,000 82-50 
ge ee ee ee 17,000 17-00 14,000 17-50 
OO ee 8,650 8-65 7,950 9.94 
Administration Expense Paes 2,500 2-50 2,250 2-81 
Financial Expense .. .. .. .. 850 -85 800 1-00 
Tetel Bepemees 2. cic es ss «6 12-00 11,000 13-75 
Net Operating Profit .. .. .. 5,000 5-00 3,000 3-75 








Summarising this comparison, we might say that the increase 
f £2,000 in net operating profit is due to: 
(i) Increase in sales value, £20,000. 
Net profit at last year’s rate, on increased 





sales, 3:75% on £20,000 .. .. - £750 

(ii) Reduction in expenses in relation to sales. 
cio ek 2 Bae 1,750 
£2,500 


Less (iii) Reduced gross profit margin, -5% on £100,000 500 





Net imcrenes im profit .. 2.0 22 cs 0 ce ce oe ee | =6EEED 





It will be noticed that no attempt has been made to compare 
the percentage of material used, labour and manufacturing expense 
on sales for the two years, for the very good reason that these 
percentages would be quite meaningless. Unless the goods pro- 
duced in any period are synonymous with the goods sold in that 
period, any reasoning based on the percentage of material used, 
labour applied or expense incurred in the manufacture of a certain 
quantity of goods on the sales value of a different quantity of 
goods is obviously fallacious. No one who is guilty of that fallacy 
can claim to understand how to use figures. 

Suppose, for example, that in our illustration we had calculated 
the percentages of materials on sales, we would have got percen- 
tages of 32 this year and 37-5 last year. What use could we make 
of these percentages? Do they mean that the cost of materials 
has been reduced in relation to the sales price of the finished 
article? Not necessarily, for the reason that this year we have 
produced (at cost price) £3,000 worth less goods than we sold, 
whilst last year we produced (at cost price) £2,000 worth more 
than we sold. In other words, this year we have used materials 
costing £32,000 in the production of goods which cost £80,000 
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to manufacture, whilst last year we used materials costing £30,000 
in the production of goods which cost £68,000 to manufacture. 
This last sentence gives us the clue to the only legitimate use 
that may be made of percentages of the various cost elements, 
namely, their percentages on total manufacturing costs. 
We may now carry the analysis by the percentage method thus 
far : 


This Year Last Year 
% on % on 
Total Total 
£ Mig. Cost £ Mfg. Cost 
Mteriats Ueed .. «2 ss se os 60D 40-00 30,000 44-12 
Fae eee 35-00 20,000 29-41 
Manufacturing Expense .. .. 20,000 25-00 18,000 26-47 





oa ee 100-00 68,000 100-00 





We now have a series of percentages of which some use may 
be made. Materials this year comprised 40% of total manufac- 
turing cost as compared with 44-12% last year. Materials have 
thus cost less this year relatively to the other elements in cost. 
(Note the different result obtained by these calculations from 
those obtained by the fallacious method of calculating the percen- 
tages on sales.) 

But even now, the percentages must be carefully used, for 
in them lies a trap for young players. The percentage of materials 
on total cost has fallen by 4%, the percentage of labour on total 
cost has risen by 5% and the percentage of manufacturing expense 
on total cost has fallen by 1%. Can we say that materials have 
fallen in price by 4%, labour cost has risen by 5%, and expense 
has fallen by 1%? No, because since the total of manufacturing 
cost must, by hypothesis, always equal 100%, any alteration in 
any element of that cost necessarily involves some alteration in 
the percentage on total cost of the other elements. Thus, the 
fall in material percentage may be the result of the rise in labour 
percentage, or vice versa. All that our percentages tell us is that 
labour has risen relatively to material and expense, and that 
material and expense have fallen relatively to labour. Which is 
cause and which effect, or to what extent the movements in per- 
centages are the net result of movements in all three elements 
is not evident, unless we can obtain more information as to the 
volume of production. If we cannot, our analysis must remain in 
the inconclusive state to which we have brought it, and this is 
a convincing illustration of the limitations of the percentage 
method. 

Suppose, however, that we can ascertain either to what extent 
sales prices have risen or to what extent sales volume has 
increased. It is immaterial which of these items of information 
we obtain, since given one we can calculate the other, and from it, 
by taking into account the movements in stocks of finished goods, 
we can deduce, at least approximately, the change in the volume 
of production. 
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Let us assume that this year selling prices were reduced on the 
average by 1-26th as compared with last year. That is the same 
as assuming an increase of 30% in the volume of sales, as the 
following calculation shows. 

Last year’s sales = £80,000. 
If prices last year had been reduced by 1-26th, sales would 
25 - 
have been 6 < £80,000 = £76,923. 
If last year’s volume of sales had been increased by 30%, 
sales at the reduced price would have been: 


130 he 
Too X £76,923 = £100,000. 


Therefore, the £100,000 of sales this year represents a 30% 
increase in volume over last year, assuming that prices have 
been reduced by 1-26th, or, put in the alternative way, prices 
have been reduced by 1-26th, assuming that the volume of sales 
has increased by 30% 

Since this year less goods have been produced than were sold, 
whilst last year more goods were produced than were sold, we 
need to know also the change in volume of the goods produced. 
This calculation is a little more involved and may be carried 
out in any one of several different ways, but a reasonably close 
approximation can be obtained as follows: 

The volume of goods sold increased by 30% 
If cost per unit had remained the same, the 
cost of goods sold this year would therefore 


have been = Of £66000 = .. «. wc se oe £85,800 
Actual cost of goods sold this year was.. £83,000 


Therefore total reduction in cost of goods 

sold as compared with last dita cost of a 

similar quantity is .. .. £2,800 
The percentage reduction in unit cost of 


goods sold was thus <——— XK 100 = .. .. 3-26% 


85,8 200 

But of the goods sold this year, £3,000 worth 
at cost was drawn from previously manufac- 
tured stock (stock of finished goods having been 
reduced during the year by £3,000). So that this 
year’s production at last year’s unit cost would 


have cost £85,800—£3,000—= .. .. .. .. £82,800 
This year’s production actually cost .. . £80,000 
The percentage reduction in cost of goods 
2.800 ‘ 
produced was therefore ——— 27 800 x“ 10 =.. 3-38% 


If there had been no increase in volume, the 
cost of goods produced this year would have 
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been £68,000 (last year’s cost of last year’s 
volume), less 3-38% of £68,000, i.e., 


ae £65,702 
The actual cost of this year’s production was £80,000 
The per entage increase in volume of goods 
14,298 





produced this year was therefore 65702 X 100 = 21:76%* 
We now have sufficient information to enable us to make a 
more conclusive analysis of the accounts and a more useful 
comparison of the results of operations for the two years. The 
conclusions at which we have arrived are: 
The increase of £2,000 in net operating profit is due to the net 
effect of the following changes: 

(a) An increase of 30% in the volume of sales, 
producing at last year’s rate of gross profit, an 
additional gross profit of 30% of £14,000 = £4,200 

(b) An increase in the gross profit margin, owing 
to a reduction in the unit cost of goods pro- 
nn a 06 46 3b 4d <e..06. 64. 46 30. we 2,800 


7,000 


Less (c) A reduction in gross profit owing to the reduc- 
tion of 1-26th in selling prices. 


OR Pe eae 4,000 
Net increase in gross profit .. .. .. .. .. .. £3,000 


Less (d) Net increase in expenses, as under: 
Selling Expense— 
Increase on last year’s basis, 30% 
of 750 = .. . £2,385 
Less saving due probably to the 
incidence of fixed charges on 
ae ae 1,685 
aa £700 
Administration Expense— 
Increase on last year’s basis, 30% 
ff ear e a £675 


*An alternative method of calculating the approximate percentage increase in volume of 
production is as follows: 


Assume last year volume of sales .. 22 2c 0c 00 oc cc oo = 10 

This year’s volume of sales is then .. .. .. «+ «s ad Om 130 
68 

Last year’s volume of production would be vy of 10 .. .. & 03.03 

bs : : 80 _ ee 

This year’s volume of production would be a of 130 .. .- = 125.99 

3 
. , 22.27 
Percentage increase in volume of production - x 100 = 21.61% 


103.03 
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Less saving due probably to inci- 
dence of fixed charges on greater 


SE ie: 6 em. Se ee. ae oe £425 
—— £250 
Financial Expense— 
Increase on last year’s basis, 30% 
EE ih a6 ek ee oe ae: ee £240 
Less saving due probably to inci- 
dence of fixed charges on greater 
SUN <4 ua a 86 00 Sa 0% 190 
50 
Total net increase in expense .. .. 1,000 
Net increase in Operating Profit .. .. .. .. .. £2,000 


It remains to explain the reasons for the reduction of £2,800 
in the cost of goods produced. We have seen that the volume 
of goods produced this year increased by 21-76%. 

This year’s costs therefore compare as under with last year’s 
costs* 


Last Year's Costs for This Year's 

this Year's Volume Cost Saving 
Material .. .. .. .. £30,000 x 121-76% = £36,528 £32,000 £4,528 
Labour . .. .. .. .. 20,000 x 121-:76% 24,352 28,000 —3,648 


Il 


Manufacturing Expense 18,000 x 121-76% 21,916 20,000 1,916 








aS ll 





The conclusions so reached should be compared with the more 
limited, and in some respects misleading, results obtained by the 
percentage method of analysis. 

The principal reason why, in this instance, the percentage method 
is unsatisfactory is that the base on which the percentages (other 
than elements of manufacturing cost) are calculated, namely Sales 
Value, has itself changed, selling prices having been reduced. If this 
had not been so, the analysis would have been greatly simplified, 
but the danger is that the percentage method may be misapplied 
to cases in which the fact that the base has changed is concealed 
or ignored. 

The method which has been used in our analysis is in effect 
a variant of the unit cost method, which avoids the disturbing 
effects of changes in selling price, since it is based fundamentally 
on volume and not on value. 

Let us conclude by recapitulating the main points which this 
discussion has brought out: 

(1) Analysis of accounts can be intelligently undertaken only 
when the accounts have been properly arranged and class!- 
fied so as to show causal relationships. 

(2) Standard cost systems provide the best means of analysis 

of manufacturing cost. Failing those, unit costs should 
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be used, or at least a variant of the unit cost method 
based on known or calculated changes in volume of 
production. 

(3) The percentage method should be used only when no 
better method is available, and due regard should be had 
to those factors which render reasoning based on percen- 
tages fallacious. Those factors are: 

(1) Changes in selling prices, which affect the percen- 
tages of all items calculated on sales. The change 
may be due to the change in the base and not in 
the item. 

(ii) The incidence of fixed charges on changing volumes 
of production or sales. As volume rises, the per- 
centage of fixed charges naturally falls. The fall 
does not necessarily indicate improved efficiency. 
It may conceal extravagance and waste. 

(4) Percentages of cost elements should never be calculated 
on sales except in those rare instances where the goods 
sold in the period are exactly equal in volume to the 
goods produced in that period. 

(5) In considering percentages of cost elements on total 
cost of goods manufactured, it should be remembered 
that any alteration in the percentage of one element 
involves an alteration in the percentage of other elements. 
Care should therefore be taken to discriminate as far as 
possible between cause and effect, and to discover to 
what extent any movement in percentage of one element 
is due to a change in that element itself and to what 
extent it is merely the reflex of change in some other 
element or elements. 





Publications Received 


Cost, Demand and Net Revenue Analysis. Eric James Broster 
(Gee and Co. Ltd.). London, 1938. Pp. 83. Price, post 
free abroad, 4/-. 

This little volume is a reproduction, slightly extended, of a 
ries of articles which appeared in The Accountant early in the 
year. Its purpose is “to show how firms can maximise net revenue 
ly price control” and to explain the mathematical process by which 
the cost and demand curves may be applied to the solution of price 
soblems. The author modestly claims that it is a simple begin- 
ung to the development of a mathematical technique “that could 
exploited with equal success and profit.” The exposition justifies 
he adjective, but the matter deals with complex problems in a 
enetrating manner. Unquestionably, the methods of analysis of 
narket and cost problems described would be infinitely more satis- 
actory than the customary method of reliance on individual judg- 
nent But readers will be well advised to brush up their know- 
tlge of algebra before attacking the volume. 
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Articles in Overseas Journals 





The Accouniant 


October 1, 1938: Leading articles on The Fifth Internationa! 
Congress on Accounting and on Garnishee Notices and Joint 
Banking Accounts: Business Organisation and the Accountant 
—I, by R. H. Coase: Auditing of Concerns, by Stuart R. 
Cooper, a paper prepared for the International Congress. 

October 8, 1938: Leading Article on Acquiescence in a Deed of 
Arrangement: Business Organisation and the Accountant— 
II, by R. H. Coase: The Nature and Measurement of Income 
—I, by Stanley W. Rowland, the first part of a rejoinder to 
the Series of Articles, by Ronald S. Edwards, in previous 
issues of The Accountant: Auditing of Concerns, by Chas. J. 
G. Palmour, a paper read to the International Congress. 

October 15, 1938: Business Organisation and the Accountant— 
III, by R. H. Coase: The Nature and Measurement of Income 
—II, by Stanley W. Rowland: Matters Affecting the Profes- 
sion in Great Britain and Ireland, by Sir Nicholas E. Water- 
house, a paper prepared for the International Congress. 

October 22, 1938: Business Organisation and the Accountant— 
IV, by R. H. Coase: Methods of Computing Cost and Control 
of Prices by Public Authorities, by Sir Harold Howitt, a 
paper prepared for the International Congress. 


The Journal of Accountancy 
November, 1938: The Last-in, First-Out Inventory Method, by 
the Committee of the American Institute of Accountants on 
Federal Taxation: Business Life Insurance on the Books of 

Account, by C. L. Kelly. 


Accountancy 
October, 1938: (The new and greatly improved form of the 
journal of The Society of Incorporated Accountants and 
Auditors). The Treatment of Dividends in Accounts—One 
View, by F. R. M. de Paula, The Other View by Bertram 
Nelson: The Accountants’ Function in Business, by C. P. 
McCarthy: The National Finances, by Prof. N. F. Hall. 


The Canadian Chartered Accountant 
November, 1938: Our Profession—Quo Vadis?, by H. G. Nor- 
man: Public Service in a Democracy, Hon. James L. Haley: 
The Profession in the United States, by William C. Heaton. 


The Accountants’ Journal, Wellington, N.Z. 
November, 1938: Losses in Connection with Payment of @ 
Dividend: A Filing System and Office Records for Solicitors 
Offices: Live Stock Accounts, by J. S. Butler. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 








- VictorIAN InNcomME Tax 
ant Under the previous Victorian Income Tax Acts, a complicated 
R. calculation was necessary to ascertain the amount of normal 
income tax payable by individual taxpayers. The first part of 
of the tax increased by “steps,” and to the amount so ascertained a 
_ percentage was added which ranged from 10 per cent. of the tax 
me on an income which exceeded £800 but not £1,000, and increased 
to to 25 per cent. of the tax on an income which exceeded £5,000. 
ous To the sum of both these calculations a further tax at a flat rate 
i: of 74 per cent. was added. 
Apart from the above complications, the “step” system, which 
i, involved dividing a taxpayer’s income into sections and applying 
me a flat rate to each section, was inequitable. The fact of taxing 
es- each of those sections at a higher rate than the preceding section 
er- was some recognition of the principle of “ability to pay,” but no 
sound reason could be advanced why that recognition should be 
= observed with respect only to blocks of income. For example, a 
rol taxpayer with a taxable income from personal exertion of £50 paid 
3 tax at the rate of 6°45d. in £1. A taxpayer with a taxable income 
, from personal exertion of £500 paid tax at exactly the same rate. 
Under the 1938-39 Income Tax (Rates) Bill recently introduced 
by the Victorian Premier, the “step” system has been abandoned 
by in favour of the “progressive rating system,” that is, increasing 
on the rate by a small fraction of a penny for every increase of £1 in 
of the individual taxpayer’s taxable income. Companies will continue 
to pay tax at the flat rate of 1/10-575d. in the £1. 
The rates of tax payable by individual taxpayers for year of 
tax commencing July 1, 1938, are contained in the following 
rhe schedules. 
nd FIRST SCHEDULE 
ne Rate OF TAX IN Respect OF TAXABLE INCOME DERIVED FROM PERSONAL 
am EXERTION 
P. If the taxabie income does not exceed £2,000, the rate of tax for every 
pound of taxable income— 
shall be 6—- pence where the taxable income is One pound; and 
400 
or- 
y: shall increase uniformly by —— pence for every pound by which the 
on. 400 
taxable income exceeds One pound. 
If the taxable income exceeds £2,000 but does not exceed £6,000, the 
tate of tax for every pound of taxable income— 





1 
shall be 11—— pence where the taxable income is £2,001; and 
2000 
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1 
shall increase uniformly by —— pence for every pound by which the 
2000 


taxable income exceeds £2,001. 


If the taxable income exceeds £6,000, the rate of tax for every pound 
of taxable income shall be 13 pence. 


SECOND SCHEDULE 
Rate OF Tax IN Respect oF TAXABLE INCOME DERIVED FROM Property 


If the taxable income does not exceed £2,000, the rate of tax for every 
pound of taxable income— 


shall be 12—— pence where the taxable income is One pound; and 
00 


1 
shall increase uniformly by —— pence for every pound by which the 
200 


taxable income exceeds One pound. 


If the taxable income exceeds £2,000 but does not exceed £6,000, the 
rate of tax for every pound of taxable income— 


shall be 22 -——— pence where the taxable income is £2,001; and 
1000 


shall increase uniformly by —— pence for every pound by which the 
1000 


taxable income exceeds £2,001. 


If the taxable income exceeds £6,000, the rate of tax for every pound 
of taxable income shall be 26 pence. 


THIRD SCHEDULE 
Rates OF TAX IN Respect OF TAXABLE INCOME DerRIvED PARTLY FROM 
PERSONAL EXERTION AND PARTLY FROM PROPERTY 

(a) For every pound of taxable income derived from personal exertion, 
the rate of tax shall be ascertained by dividing the total amount of the tax 
that would be payable under the First Schedule to this Act, if the total 
taxable income of the taxpayer were derived exclusively from personal 
exertion, by the amount of the total taxable income. 

(b) For every pound of taxable income derived from property, the 
rate of tax shall be ascertained by dividing the total amount of the tax 
that would be payable under the Second Schedule to this Act, if the total 
taxable income of the taxpayer were derived exclusively from property, 
by the amount of the total taxable income. 


The new rates have been designed so that the same total amount 
will be collected as if the old system of rating had remained in 
force, but the previous inequities as between taxpayers have been 
removed. The property income rate is still maintained at double 
that of the rate for personal exertion. There is no change in the 
special income tax. 

The following is a comparison of previous and present taxes 
payable on personal exertion incomes by a married taxpayer with 
one child: 
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Income before Income Tax Payable 
concessional Taxable Decrease or 
— and Income Increase 
hen bl Previous Present 
£ £ S a@ £24 és¢ 
300 Nil 
350 50 1 6 10 13s — 14 
400 100 2a 8 ake 5 — 18 
450 150 40 7 319 8 - 11 
500 200 5 7 6 5 8 4 + 10 
600 300 Ss 2 8 8 9 + 7 6 
700 600 19 5 2 18 15 0 — 10 2 
800 700 22 16 10 2212 1 — 49 
900 825 30 1 0 27 14 4 —2 6 8 
1000 950 3419 7 33 3 0 —1 16 7 
1250 1250 49 2 7 47 10 6 —112 1 
1500 1500 6116 3 60 18 9 — 17 6 
1750 1750 7413 9 7513 0 + 19 3 
2000 2000 87 11 4 9113 4 +4 2 0 
2500 2500 118 5 0 117 3 9 —j] 1 3 
3000 3000 145 2 6 143 15 0 —1 7 6 
3500 3500 172 0 0 ie a — 1211 
4000 4000 198 17 6 200 0 0 +1 2 6 
4500 4500 225 15 0 229 13 9 +318 9 
5000 5000 252 12 6 260 8 4 +7 15 10 
6000 6000 319 2 9 325 0 0 +5 17 3 
10000 10000 543 1 11 541 13 4 —1 8 7 








With regard to taxpayers who derive composite incomes, the 
Third Schedule provides that the rate for each class of income is 
to be ascertained by assuming that the whole of the taxable income 
belonged to that class, thus bringing the Victorian system into line 
with that of the Commonwealth. 

The thanks of taxpayers, assessing officers, and accountants who 
check assessments, are due to Mr. Chenoweth, State Commissioner 
of Taxation for persuading the Victorian Government to introduce 
asimpler and more equitable system of taxation. 

The next move is to abolish the two “emergency” income taxes 
by, inter alia, increasing the rates payable on incomes of £2,000 and 
over. In particular, a flat rate of tax of 13d. in £1 on incomes of 
£6,000 and over derived from personal exertion is little more than 
lip service to the doctrine of “ability to pay.” 





Joint AssESSMENTS OF COMPANIES 


Under the English income tax law, a person residing in the 
United Kingdom is charged to tax under Case 1 of Schedule D 
on the whole of the income arising from every trade carried on 
wholly or partly in the United Kingdom. On the other hand, a 
trade carried on wholly abroad is not within the charge to tax 
under Case 1 of Schedule D. It is a “foreign possession,” and 
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as such is assessable under Case V of Schedule D. Income from 
foreign possessions, other than stocks, shares or rents, is assessed 
only if received in the United Kingdom. The question as to where 
a trade is carried on may therefore be one of great importance, 
The determining factor in deciding whether a trade is carried 
on in the United Kingdom is the situation of the “control” of the 
business. A company carries on trade in the place where the 
central management and control are found: Calcutta Jute Mills 
Co. v. Nicholson (1876), 1 Tax Cas. 83, where an English com- 
pany manufactured jute in India, its shareholders and directors’ 
meetings were held in England, and the directors appointed a 
Calcutta director and managing agents who had entire contro! 
of the production in India. It was held that the company was 
resident and carrying on trade in the United Kingdom. See also 
the following cases, in which the companies were held to be 
trading in the United Kingdom: Cesena Sulphur Co. v. Nicholson 
(1876), 1 Tax Cas. 88; Imperial Continental Gas Association v. 
Nicholson (1877), 1 Tax Cas. 138: London Bank of Me-ico and 
South America v. Apthorpe (1891), 3 Tax Cas. 143; Denver 
Hotel Co. v. Andrews (1895), 3 Tax Cas. 356; San Paulo (Brazi- 
lian) Rail Co. v. Carter (1896), 3 Tax Cas. 407 (in this case, 
an English company was formed to work a Brazilian railway; 
the business was under the control of the directors in the United 
Kingdom, and a superintendent appointed by the directors 
managed the railway in Brazil) ; Grove v. Elliotts and Parkinson 
(1896), 3 Tax Cas. 481. In Mitchell v. Egyptian Hotels Ltd. 
(1915), 6 Tax Cas. 542, an English company amended its articles 
of association, and provided for the carrying on and management 
of the business by a local board in Egypt to the exclusion of the 
London board; the London board kept the accounts and recom- 
mended dividends only. The House of Lords were equally 
divided, and consequently the decision of the Court of Appeal 
that the company was not controlled in the United Kingdom, and 
did not carry on business there, was upheld. On the other hand, 
in Aramayo Francke Mines Ltd. v. Eccott (1925), 9 Tax Cas. 
445, the control of a company resident in the United Kingdom 
was transferred to a local board in Bolivia who marketed and 
dealt in the produce of the company through an agent in London, 
and it was there held that the local board was the agent of the 
company, which was assessed under Case 1 of Schedule D. 
“Control” means the actual control of the business operations, 
and not, for example, shareholding control: Kodak Ltd. v. Clark 
(1903), 4 Tax Cas. 549 (in this case, an English company 
owned 98 per cent. of the shares of an American company, but 
this of itself was insufficient to justify a finding that the English 
company carried on the business of the American company); 
Gramophone and Typewriter Ltd. v. Stanley (1908), 5 Tax Cas. 
358, where it was held that, although an English company owned 
all the shares in a German company, this fact alone did not mean 
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that it owned the assets and carried on the business of the German 
company. 

Control is not necessarily situate in the country in which the 
company is registered, and under whose laws it is organised; 
De Beers Consolidated Mines v. Howe (1906), 5 Tax Cas. 198 
(where a company registered in the Cape Colony owned and 
worked mines in South Africa; the head office was in South Africa 
and general meetings were held there; the majority of the direc- 
tors and life governors resided in England, and the sales of 
diamonds and all important business were controlled by the 
London board. It was held that the company was resident and 
carrying on trade in the United Kingdom) ; New Zealand Ship- 
ping Co. v. Stephens (1907), 5 Tax Cas. 553; American Thread 
Co. v. Joyce (1913), 6 Tax Cas. 163; Goerz & Co. v Beil [1904], 
2 K.B. 136. The place where control is exercised is largely a 
question of fact, and where, as is usual, the control of a company’s 
business is vested in the directors, the place where such directors 
meet to do the business of the company will usually be the place 
where the central control and management are found. 

Under the Commonwealth Income Tax Act, 1936-37, a resident, 
in the case of companies, means a company— 

(a) which is incorporated in Australia wherever the head office 
or control may be situated, and whether or not carrying on business 
in Australia, or 

(b) which, though not incorporated in Australia, carries on 
business in Australia, and has either— 

(i) its central management and control there, or 

(ii) its voting power controlled by shareholders who are 

residents of Australia (S.6). 

Control is therefore a factor in determining whether a company 
is a resident under the Commonwealth law and so liable to tax 
on its ex-Australian profits, subject to the exemption contained 
in S. 23 (q). 

But can such control be invoked in aid of the taxpayer? Where, 
for example, a company owns the shares of, and controls, a 
subsidiary company, can losses sustained by the subsidiary be 
deducted from profits gained by the parent company, for the 
purpose of calculating the taxable income of the latter? 

As a preamble to a discussion of this subject, it is well to stress 
the fact that a company is a distinct and separate legal entity. 
The separate personality of a company and its entity as distinct 
from its shareholders was established by the House of Lords 
in Salomon v. Salomon & Co. [1897], A.C. 22, where it was held 
that however large the proportion of the shares and debentures 
owned by one man, even if the other shares were held in trust for 
him, the company’s acts were not his acts nor were its liabilities 
his liabilities; nor is it otherwise if he has sole control of its 
affairs as governing director. “The company is at law a different 
person altogether from the subscribers to the memorandum; and, 
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though it may be that after incorporation the business is precisely 
the same as it was before, and the same persons are managers, 
and the same hands receive the profits, the company is not in 
law the agent of the subscribers or trustee for them,” per Lord 
Macnaghten at p. 51. 

The principle of separate entity is well illustrated by a later 
decision of the House of Lords: 

“The owner of a timber estate sold the whole of the timber 
thereon to a timber company in consideration of fully paid up 
shares in the company. Subsequently by policies effected in his 
own name with several insurance companies he insured this timber 
against fire. The greater part of the timber having been destroyed 
by fire, he sued the insurance companies to recover the loss, but 
the actions were stayed and the matter was referred to arbitration 
in pursuance of the conditions contained in the policies. The 
claimant was the sole shareholder in the company and was also 
a creditor of the company to a large extent. The arbitrator held 
that the claimant had no insurable interest in the goods insured 
and disallowed the claim.” Held inter alia that the claimant had 
not either as a shareholder or creditor any insurable interest in 
the goods: Macaura v. Northern Assurance Co. Ltd. and others 
[1925], A.C. 619. 

A convenient starting point of the discussion as to whether the 
profits or losses of a company can be brought to account in 
calculating the taxable income of another company or an indivi- 
dual, in the absence of a specific enactment to that effect, is the 
following passage from Halsbury’s Laws of England, 2nd ed., 
Vol. 17, at p. 91: 

“There are certain examples of English companies holding all 
or practically all the shares in foreign companies which may 
appear to be exceptions to the rule that mere shareholding control 
is not sufficient to establish control of a business. The explanation 
of the decisions is that in each case there is more than mere share- 
holding control. The foreign company has been found not to 
own or carry on a business, but the business has been owned and 
carried on by the English company, and the foreign company has 
merely existed to inold land, etc., to conform to local law in that 
respect. The question to be decided is: Does the foreign company 
carry on its own business or is the business in fact carried on by 
the English company? Where a company, whose shares are 
thus held in their entirety, or practically so, by another company, 
is merely acting as trustee or agent for the shareholding company, 
or where the company is a mere sham, simulacrum, or cloak, or is 
kept in being for the purpose of presenting the fiction that property 
is owned by it, it is competent for the Commissioners to look at 
the reality of the situation, and find that the business is carried 
on by the shareholding company.” 

The following decisions are cited in a footnote under the above- 
quoted part of the text which explains the principle upon which 
those decisions rest: Jones (Frank) Brewing Co. v. Apthorpe 
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(1898), 4 Tax Cas. 6; United States Brewing Co. v. Apthorpe 
(1898), 4 Tax. Cas. 17; St. Louis Breweries Ltd. v. Apthorpe 
(1898), 4 Tax Cas. 111; Apthorpe v. Peter Schoenhofen Brewing 
Co. (1899), 4 Tax Cas. 41. In the last-mentioned case, all the 
shares in an American company were held by an English company ; 
the American Company kept on foot and held the real property 
owned by it because the laws of the State of Illinois prevented alien 
corporations from holding real property in the State; the directors 
of the English company had entire right of control over the affairs 
and business of the American company, and delegated the power 
to a committee in America; the Commissioners found, as a fact, 
that the business was carried on by and was the business of the 
English company. 

The Commonwealth Commissioner dealt with the above subject 
in I1.T.O. 1093 and said, inter alia: “The point is not as to 
whether the two companies are distinct legal entities, but what is 
the character of the relationship existing between them. Are 
they independent businesses, or does one stand to the other in the 
relation of agent to principal? If they do, then the business of 
the agent or servant is part of the business of the principal or 
master, and the profits and losses of the two businesses are, for 
income tax purposes, aggregated accordingly. This relationship 
of master and servant, or principal and agent, will exist between 
two companies whenever one company is really, as a matter of 
fact, managed, directed, and controlled by the other in the interests 
of its shareholders, and the company exercising such control will 
be the principal.” 

But, in view of the decision in Salomon’s case, where a business 
is in fact and in law owned by a separate legal entity—a company, 
how can its profits or losses be held to be those of some other 
company or individual, however complete the management, direc- 
tion and control of that business by the latter may be? Again, in view 
of this decision, how can a company be held to be the agent of 
another in respect of a business owned by the company? There 
was no such holding in the following case: Jn I. R. Comrs. v. 
Sansom (1921), 8 Tax Cas. 20, all the shares in a limited com- 
pany, save one, were owned by one man, S. The company never 
distributed any dividends, but it made loans to S. at different 
times, without security and without interest. The company went 
into voluntary liquidation. The loans were not repaid, but were 
taken into account when S. received his share of the assets in 
the liquidation. It was sought to charge S. with English super-tax 
on the loans. The special commissioners found that the company 
was a properly constituted legal entity, that it had power to make 
loans to such persons, and on such terms, as it should think fit, 
and that it did make such loans to S. They discharged the assess- 
ment. Rowlatt J. made an order remitting the case to the com- 
missioners to determine (a) whether the company in point of 
truth and fact carried on the business, or whether S. carried it 
on, and (b) whether, if the company carried on the business, it 
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did so as agent for S., or on its own behalf for the benefit of the 
corporators. On appeal, this order was discharged, and the 
decision of the Commissioners was affirmed, on the ground that 
the existing findings of the Commissioners involved the view that 
the business was the property of the company, and, therefore, 
negatived the possibility that the company was carrying on, as 
agent for S., a business which belonged to S. 

In a recent decision, E.B.M. Co. Ltd. v. Dominion Bank [1937], 
3 All E.R. 555, the Privy Council has marked the limit of the 
principle explained in the extract from Halsbury quoted above. 
As additional security for an advance to three partners, who, in 
addition to and apart from the partnership, were directors of a 
limited company, a bank accepted a document charging the com- 
pany’s interest in certain bonds which had been deposited with 
the bank to meet any judgment which might be obtained against 
the company in then impending litigation. The document was signed 
by the three partners and the company’s seal was affixed thereto, 
accompanied by the signature of one of the partners as president 
and of another as secretary of the company. No resolution was 
ever passed, either by the company or by the directors, authorising 
the creation of the charge. The partners held all the shares in the 
company, except two which were held by two other directors of 
the company. The litigation against the company was concluded 
substantially in its favour, and the bank claimed the balance of 
the proceeds of sale of the bonds in reduction of the partners’ 
indebtedness: Held: the bank was bound to account to the com- 
pany for the balance of the proceeds of sale of the bonds. 

In the above case, Lord Russell of Killowen, after remarking 
that one of the judges below appeared to have been misled by 
the following remarks of Cozens-Hardy M.R. in Gramophone and 
Typewriter Ltd. v. Stanley, ante: “I do not doubt that a person 
in that position (i.e., who owns all the shares in a company) may 
cause such an arrangement to be entered into between himself 
and the company as will suffice to constitute the company his agent 
for the purpose of carrying on the business, and thereupon the 
business will become for all taxing purposes, his business” pro- 
ceeded as follows: 

“But this can mean only that, on the facts of a case, it may 
appear that the legal entity has not become the owner of a business, 
but is merely carrying on, as agent for another person, a business 
which is the property of that other person; just as, on the facts 
of a case, it might appear that an individual who was carrying 
on a business was not the owner thereof, but was carrying it on as 
agent for another person who was the owner thereof. Sir H. H. 
Cozens-Hardy M.R. did not mean, and, in the face of the Salomon 
case, could not mean, that, notwithstanding that a business is in 
fact and in law the property of a separate legal entity, a limited 
company, it could be held, for taxation purposes, that the business 
was the property of some other person, and that the company was 
carrying on the business as agent for that other person,” at p. 564. 
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The question of joint assessments of companies has now come 
iefore the High Court of Australia. Sun Newspapers Ltd. car- 
fed on, during accounting period ended September 24, 1933, the 
pusiness Of printing and publishing certain newspapers under an 
wreement with Associated Newspapers Ltd. providing, inter alia, 
for a division of the profits. The managing editor was appointed 
by an agreement with Associated Newspapers Ltd. and under it 
he was given wide powers of managing the editing, production 
and distribution of newspapers controlled through other companies 
4s well as newspapers owned by it. About 984% of the shares 
in the Sun Newspapers Ltd. were held by Associated Newspapers 
Ltd., the balance being held by employees of the former company. 
In the proceedings of the boards of directors no practical distinc- 
tion, for the most part, was made between the separate indivi- 
duality of the two companies, though the personnel of the two 
bards was not quite identical. On the other hand, the Sun 
Newspapers Ltd. acted in every way as the proprietor of the 
newspapers and the publishing business, kept separate accounts, 
made separate income tax returns, declared dividends on its shares 
and was treated in every way as conducting the business on its 
own behalf. In the accounts of both companies a moiety of the 
profits of one of the newspapers was shown as a credit of 
Associated Newspapers Ltd., against the Sun Newspapers Ltd. 
The Commissioner assessed Associated Newspapers Ltd. to Special 
Property Tax under S. 5 (1) (b) of the Commonwealth Act, 
1933, on the net dividends received by it from Sun Newspapers 
Ltd. The taxpayer contended that the business was conducted by 
Sun Newspapers Ltd. merely as the agent of Associated News- 
papers Ltd., and that accordingly the whole of the income of Sun 
Newspapers Ltd. should be included in the income of Associated 
Newspapers Ltd. and assessed as income from personal exertion. 
Held: that there was no relation of principal and agent, that the 
property in the whole undertaking conducted by the Sun News- 
papers Ltd. was vested in it beneficially and that the assessments 
were correctly made: Associated Newspapers Ltd. v. C. of T.; 
Sun Newspapers Ltd. v. the same (1938), 1 A.I.T.R. 353. “I 
am clearly of opinion that there was no relation of principal and 
agent but that the property in the whole undertaking conducted 
ty Sun Newspapers Ltd. was vested in it and vested in it benefi- 
aly. that is for its shareholders whoever they might be,” per 

ich J. 

The above decisions of the Privy Council and of the High Court 
have brought the subject back to the first principle that a com- 
pany is a separate legal entity, and that, in the absence of a specific 
provision to the contrary, where a company or an individual is in 
fact and in law the owner of a business or property, no one else 
must be regarded, for taxation purposes, as the owner thereof. 
lt would appear, therefore, that where a parent company manages, 
directs and controls the business of a subsidiary company, the 
aw will not permit of an aggregation, for income tax purposes, 
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of the losses and gains of the two companies, where the subsidiary 
company is the owner of the business. It is only where the 
subsidiary company “has not become the owner of a business, but 
is merely carrying on as agent for another person, a business which 
is the property of that other person” that such aggregation jg 
permitted. 





ELIMINATING BUSINESS COMPETITOR 


This subject was discussed in the February, 1938, issue of the 
Journal at pp. 23-4. In that issue the English case of Collins y, 
Joseph Adamson & Co. [1937], 4 All E.R. 236, was cited. In 


that case judgment was given for the Crown on the ground that | 


the expenditure was attributable to capital. The subject has also 
recently come before the High Court of Australia. A newspaper 
company entered into an agreement with the proprietors of a rival 
newspaper, whereby the latter, in consideration of the payment of 
£86,500 over a period of three years, agreed, inter alia, for three 
years not to be associated with the production or publication of 
a daily newspaper within 300 miles of Sydney. As a consequence 
of the agreement the rival newspaper went out of existence: Held: 
that the expenditure was not deductible as it was in the nature of 
an outgoing of capital: Associated Newspapers Ltd. v. F. C. of T,; 
Sun Newspapers v. the same (1938), 1 A.L.T.R. 353. “It is not 
expenditure of a recurrent nature. It is not an incident, whether 
normal or unusual, of the regular conduct of the organization 
for earning profits. The purpose was to buy out opposition and 
secure so far as possible, a monopoly. The fact that the benefit 
was not perpetual does not deprive it of its capital attributes. If 
physical assets of a terminating or wasting description were 
bought, no one would say on that account that the money was a 
revenue expenditure,” per Rich J. at p. 365. 


CoMMONWEALTH INCOME TAX 
SIMPLIFICATION OF RATES oF TAX 


A member of the Council of Queensland Taxpayers’ Associa- 
tion has prepared the following excellent memorandum on the 
above subject. The Association has sent the memorandum to the 
Federal Treasurer for his serious consideration: 


The passing of the “Income Tax Act 1938,” which was assented to on 
October 3, 1938, draws attention to a quite unnecessary complexity which 


has been introduced into the method of calculating the rates of Federal § 


Income Tax payable by individual taxpayers. 


Prior to the financial year 1931-32 the method of calculating the rate of § 


tax was rather complicated, but in the Income Tax Act applicable for 

that year the method was greatly improved by the adoption of simplified 

formula which may conveniently be referred to as the 1931 basic rate. 
Since 1931, there have been successive percentage increases and decreases 


in the rate, and the present anomaly arises from the fact that in each instance | 


the percentage increase or decrease has been applied to the rate of tax 
of the immediately preceding year. 
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The effect of this may be illustrated by the following example: 


Rate of Tax in Respect of Taxable Income Derived from Personal 
Exertion—Not Exceeding £6,900 


1931 basic rate = (3 + » taxable i come) pence 


a _ 87-975 Taxable Income 
1938 rate = “T00 x (s + 160 ) pence 











87-975 





The fraction has been introduced by successive decreases and 


increases in the Personal Exertion rates as under: 


1931 basic rate = 100 
1933 decrease 15% 15 
85 
1936 decrease 10% 8-5 
76-5 
1938 increase 15% 11-475 
87-975 








The rates of tax applicable to other grades of income are similarly affected, 
the 1938 “maximum” rate applicable to “Personal Exertion” Income in 
excess of £6,900 being 79-1775 pence. 

From the above example it is apparent: 

First. That, if the present method of adjusting the rates of tax by per- 
centage increases or decreases is continued, the calculation will 
become even more complicated on each occasion on which an 
adjustment is made. 

Second. That this complexity can quite simply be avoided by making the 
increase or decrease in the form of a percentage of the 1931 basic 
rate (thus avoiding the introduction of three places of decimals 
in the basic rate multiplier). 

Although this might at first sight appear to be an unimportant matter 

t must be remembered that many thousands of assessments are affected 

ad the additional work involved both inside and outside the Income Tax 

Department is very considerable. 





GROUNDS OF OBJECTION 


The Commonwealth Income Tax Assessment Act (S. 190 (a)) 
ind the Commonwealth Land Tax Assessment Act (S. 44M (3)) 


@ovide that on the hearing of an appeal, a taxpayer shall be limited 
fo On § 


the grounds stated in his objection. 
In Molloy v. F.C. of L. T. (1938) 59 C.L.R. 608 the taxpayer 
wpealed to the High Court (Full Court) from a judgment of 


@xon J., upholding certain assessments to land tax. Upon appeal 


0 the High Court (Full Court) the Commissioner raised a pre- 
iminary objection that the appellant was not entitled to rely on 
te particular ground of appeal from the decision of Dixon J. as 
tis ground was not included in the objections to the assessments. 
the Commissioner’s objection was upheld. “Sec. 44 M (3) isa 


@ sitive statutory provision that upon appeal the taxpayer is 


mited to the grounds set out in the notice of objection. This 
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we regard as an imperative direction to the Court, not as a pro. | 
vision merely for the benefit of the Commissioner which he is in | 


a position to waive. The provision is made for the purpose of 


protecting public revenue, and the Court is bound to give effect | 


to it,” per Latham C.J., Rich and Starke JJ. at p. 610. 





Practical Income Tax Problems 
By R. S. TuRNER, A.c.A. (AUST.) 





I.—Is a Dest REMITTED BY A CREDITOR TO BE TREATED AS 
INCOME? 


An interesting point came under notice recently concerning the 
remission of a debt. A and B held substantially the whole of the 
shares in a private company, but as the shares issued had provided 
insufficient working capital for the company’s business, A advanced 
moneys on deposit with the company from time to time. In the 
books of account, interest was credited to A each year in respect 
of the loan, but in fact it was never actually paid, because the 
company found it necessary to retain as much money in the business 
as possible. For several years losses were incurred, and the 
company accordingly had no taxable income. 

After several years’ interest on the debt had accrued, A died 
and bequeathed his interest in the company, both his shares and his 
loan, to B. After overcoming to some extent the initial years’ 
difficulties, the company commenced making small profits, and B, 
who desired to be in a position to obtain further accommodation 
with his bankers when he wished to expand the company’s business, 
realised that it would be many years before the accumulated losses 
appearing in the company’s balance sheet could be recouped out of 
profits. He therefore decided to remit the whole of the interest 
which had accrued on the deposit account. The amount remitted 
was credited to the profit and loss appropriation account. 

The question then arose as to the manner in which the credit 
should be treated for income tax purposes. The two main problems 
to be considered are whether the credit is income to the company 
in the year in which the adjustment is made, and whether it is 
possible to review the income tax returns of the prior years affected 
in order to disallow the deduction of that part of the interest 
claimed which was subsequently remitted. The latter point raises 
the question of whether or not in the earlier years the interest 
was an expense incurred in gaining or producing the assessable 
income. Both these aspects were considered in an_ interesting 
English case which was taken to the House of Lords, viz., The 
British Mexican Petroleum Company Ltd. v. Jackson (16 TC. 
570). Although the Special Commissioners, in the first instance, 
upheld the Crown’s contentions, the company succeeded in the 
King’s Bench Division, the Court of Appeal and the House 0! 


Lords. 
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The facts and decision in that appeal are set out excellently in 
an article by Mr. J. A. L. Gunn, which appeared in the September 
issue of the journal (pages 115-16). Applying the reasoning of 
the House of Lords to the facts of the present problem, it is con- 
sidered that the interest remitted by B should not affect the 
company’s returns or assessments. The questipn of the assess- 
ability of unusual credits such as this interest remitted is some- 
what analogous to that relating to the treatmeni of non-business 
credits such as refunds of rates and taxes. It is generally thought 
that in the absence of a specific provision taxing such refunds, they 
could not be included in an assessment. In the'second Ruhamah 
Property Company case (2 A.T.D. 62) it will be remembered that 
the High Court placed a limit on the amount of a refund of State 
income tax which could be taxed in a Federal assessment. It 
there held that any attempt to tax an amount in excess of what had 
effectively been deducted in a prior assessment, would require the 
proviso to section 23 (1) (b) of the old Act} to be construed 
independently of the main paragraph. In this cohnection it should 
be observed that the new Act is in a somewhat different form. In 
Baldwin and Gunn (840) on pages 473 and 474, the view is 
expressed that the difference in the framework and language of 
the proviso to old section 23 (1) (b) and the present section 72 
(2) does not nullify, or modify in any way, the effect of the 
decision in the Ruhamah case. 

In the early years of sales tax, when refunds were made, the 
problem arose as to how they should be treated ih Federal assess- 
ments, and the general opinion appeared to be that under the Act 
only an adjustment to reduce the original deductién of the relevant 
year was permissible, and there was no authority to tax several 
prior years’ refunds in the year of receipt. 


2— ASSESSABILITY OF BuTTER Bouniry 


An interesting decision should be given soon kn a case stated 
recently for the opinion of the Full High Court in Heyman v. 
Federal Commissioner of Taxation. I understand that the facts 
of the case were briefly as follows: 

Aage Heyman, of Copenhagen, Denmark, is appealing against 
his Federal assessment for the financial year 1933-34. He has 
always been an absentee within the meaning of the Income Tax 
Assessment Acts. In 1901 he commenced supplying Java and 
Dutch East Indian markets with butter from Atstralia, and for 
this purpose he appointed an agent in Melbourne to export on his 
behalf Australian butter either on consignment or! under sale con- 
tracts to places outside Australia. 

The Australian Stabilisation Committee made levies in respect 
of all butter manufactured by persons with whom it had entered 
into agreements, and paid bounties to all manufacturers or 
merchants who exported from Australia butter on which levies 
had been paid. During the income year ended June 30, 1933, the 
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rate of levy was 13d. per pound, and the rate of bounty was 3d. 
per pound. The effect of the plan was to increase the price of 
butter in Australia to a figure exceeding the London parity, by an 
amount approximately equal to the current bounty rate. 

Butter purchased by the appellant was exported, and in all cases 
he had received the bounty. During the income year this totalled 
£26,543, and each sale of butter had been effected at a price which 
was lower than the price he had paid for the butter. 

In making the Federal assessment, the Commissioner had 
regarded the bounty received as income derived from sources in 
Australia, and from this he had allowed a deduction of the loss 
sustained on sales of butter, such losses being calculated by 
excluding the bounty from consideration. 

The taxpayer has claimed that he has had to pay roughly 3d. 
per pound more for the butter bought in Australia than would 
have been the case if he had purchased outside this country. 
Accordingly he claims that the amounts of bounty received should 
be considered as a deduction from the additional cost incurred 
through buying in the Australian market. 

This case raises points which probably are not dealt with in a 
series of interesting decisions given by the High Court in compara- 
tively recent years in cases relating to ex-Australian trading, such 
as Hillsdon Watts Ltd. v. C. of T. (N.S.W.) 1936 (3 A.T.D. 315), 
F.C. of T. v. W. Angliss & Co. Ltd. 1931, (1 A.T.D. 252) and D. 
& W. Murray Lid. v. C. of T. (W.A.) 1929 (42 C.L.R. 332). 

It would appear that there will be few taxpayers to whom the 
Heyman decision will be directly applicable. This is due to the 
fact that Heyman is a non-resident, and can therefore claim 
exemption from liability to Federal tax on income derived from 
sources outside Australia. It would be no advantage to a resident 
to establish that the whole or part of his butter bounty, or of the 
profit on the sale of his butter, is derived from an ex-Australian 
source, unless that income is not exempt from tax outside Aus- 
tralia. Only in these circumstances—and it would be the excep- 
tional case—would the resident be able to claim immunity from 
Federal tax. 

Some South Australian taxpayers may possibly be interested 
in the view which the High Court takes, because it may have a 
bearing on their State income tax assessments. The South Aus- 
tralian Act only taxes income derived directly or indirectly from 
sources within the State—with limited exceptions, such as income 
from dividends, which are irrelevant here. For this reason, a 
taxpayer who succeeds in attributing an ex-Australian source to 
part of his income usually lightens the burden of his State income 
tax. The butter and wine industries afford two examples of 
groups of taxpayers who may be able to sustain claims whereby 
they pay State tax on less than their full profits. Take firstly the 
butter manufacturer. He pays to the Equalisation Committee a 
levy of, say, 1 15/16 pence for every pound of butter he produces. 
This provides a fund from which the Committee can pay a bounty 
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on all butter exported. The manufacturer, when lodging his 
State Income Tax return, claims, on the authority of a very long 
line of Court decisions, that as some of his goods are produced in 
the State and are sold outside the State, part of his income arises 
from a source outside the State. What is his position? . 

In South Australia, certain taxpayers have claimed, and in 
earlier years the Commissioner has conceded, that an amount 
calculated on the following formula should be tr:':ted as exempt 
income, being derived from an ex-South Australia source : 

1 __. ex-South Australian Sales fN L 

3 ° Total Sales + Bounty satiate ‘estan 
In recent assessments, however, the Commissioner| has disallowed 
claims on this basis, contending that, were it not for the bounty, the 
overseas sales would all result in losses, and as the bounty is paid 
in the State, and is out of funds provided by levies on butter 
produced in the State, no part of the net income can be attributed 
to ex-South Australian sources. 

The wine manufacturers’ claim is similar to, bit not identical 
with the butter industry’s. Here there is no levy ori all production, 
but there is a bounty on all overseas sales. However, the Wine 
Overseas Marketing Board—created under Federal statute— 
fixes minimum prices at which sales abroad may le effected, and 
this must be complied with as a condition precederit to the receipt 
of the bounty. Adopting a similar contention to jthat mentioned 
in the previous paragraph, the Commissioner is riow refusing to 
continue the practice of treating as exempt incom¢: 


1 F ex-South Australian Sales f Net } 

es Total Sales + Bounty nea mcm 
Whilst admitting that without the bounty, the | overseas sales 
would result in losses, the wine maker’s claim is that he must sell 
outside Australia in order to be eligible for the bounty, and that 
while he does not for that reason alone consider that the amount 
of the bounty is exempt income, he maintains that so much of his 
net income as is computed on the above formula is derived from 
a source outside the State. 

Two points in the 1936 South Australian Act should be men- 
tioned. Firstly, Section 27 (k) provides that assessable income 
includes “any amount received as a bounty or subsidy to the 
extent to which it is received in or in relation to the carrying on 
of a business in the State, and such bounty or subsidy shall be 
deemed to be part of the proceeils of that business.” 

Under the Taxation Acts, 1927-35, Section 4 provided that 
income derived from personal exertion included “any amount 
received from the Commonwealth as a bounty on the production 
or export of goods.” It is submitted that, under the new provision, 
bounties and subsidies may be apportioned in the same manner 
as other proceeds of a business. Secondly, Secticn 45 provides 
that : 
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“Where goods manufactured in the State are sold out of the 
State, but in Australia by the manufacturer, two-thirds of the 
profit arising from the manufacture and sale shall be deemed to 
be income derived in the State.” 

It will be noticed that the application of this section is limited 
to sales made in Australia. For this reason it has been argued 
in some quarters that the whole of the profit on sales outside 
Australia of goods manufactured in South Australia is subject 
to tax in that State. This view probably overlooks two important 
points : 

1. The Act does not attempt to tax income of this nature 
derived outside the State. Section 26 provides: 

“The assessable income of a taxpayer shall include: 

(a) where the taxpayer is a resident of the State, the gross 
income derived directly or indirectly from all sources 
in the State and dividends ... .” 

It seems beyond argument that a State can validly tax income 
derived from sources outside its territorial limits, but it is always 
necessary to find a provision indicating that the Legislature has 
attempted to do so. 

2. There are numerous decisions to the effect that where goods 
are produced or manufactured in Australia, and are exported and 
sold abroad, part of the profit is derived in Australia and part is 
attributable to an overseas source. It is unnecessary to cite all 
the cases where this principle is recognized, but a very lucid 
exposition may be found in Lord Davey’s speech in the Privy 
Council appeal of the Broken Hill Companies, Commissioners of 
Taxation v. Kirk (1900 A.C. 588). 

Taxpayers in most of the other States are not in a similar 
position in view of the fact that Section 26 of the South Australian 
Act is not reproduced in the other State Acts, except in the 
Western Australian Statute (see Section 17 (1)). However, it 
should be noted that whilst the Western Australian Section 17 (2) 
(j) is similar to the South Australian Section 27 (k), it does not 
provide that any “bounty or subsidy shall be deemed to be part of 
the proceeds of the business.” For this reason, I think it may 
be argued that an apportionment should be made on a somewhat 
different basis under the Western Australian Act. A very con- 
venient summary of the liability to tax in the various States of 
profit on exported goods may be found in Baldwin and Gunn 
(518) to (522) on pages 275-6. 

It is hoped that the judgments of the High Court in Heyman’s 
case will contain dicta which will be of assistance in determining 
whether any, and if so what part, of the profit made by butter 
and wine manufacturers who sell overseas should be exempt from 
tax under the South Australian and Western Australian Acts. 
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Correspondence 





TuHose CoLLecTion LETTERS 
The Editor, The Australian Accountant 


Dear Sir,—‘“Just an Ordinary Credit Man” apparently cannot 
swallow Mr. Hickin’s figures relating to bad debts, so here is 
another set of figures, which are from the actual books of account 
of my company, for whose collections I am responsible. 

Our local turnover in the past three and a half years amounted 
to £712,180. During this period, we wrote off bad debts amount- 
ing to £121/10/7. This represents a loss of 4/1 for every £100 
of sales, or -016 on turnover, and I can assure my friend, the 
“Ordinary Credit Man,” that our book debts really do require 
constant attention. 

At the time of writing, our book debts are regarded as 100% 
clean, so that I can say with conviction that all debts can be sub- 
stantially reduced in every business house provided the debtors’ 
accounts are given the attention they warrant. 

In a previous business with which I was associated, a bad debts 
loss was experienced of -04 on a yearly tutnover of £250,000, 
so that the figures first quoted above could not be regarded as 
of an isolated nature. 

Yours, etc., 
“CASEY.” 





LoGARITHMS 
The Editor, Australian Accountant 

Dear Sir,—In regard to that very excellent article on Logarithms 
in last September’s issue of your journal, by Mr. C. A. Allerdice, 
A.1.C.A., I have felt that the writer thereof should have clarified his 
example given at the end by making known that a four-figure table 
of Logarithms would be out of the question in dealing with such 
problems. In any case it is just as simple to use a seven to twenty 
decimal place table as a four place function. 

Indeed let it be said (and with some feeling) that the old time 
researchers into the laws submitted left no room at all for crude- 
ness in the results to be obtained by means of the movement which 
first saw the light of day (I restrict this to algebraic and the more 
scientific methods adopted by later-day mathematicians) through 
the binomial and the exponential theorems. In a measure, too, 
the exactitude inferred applies to the earlier researchers such as 
Vlacq, Justus Byrgius, Napier, Briggs, and many others, who 
approached the subject (more or less) geometrically—crudely, and 
not by algebraic methods which were unknown at this date. The 
earlier students also had no idea of a base for their system of 
Logarithms. This shortcoming was due to the absence of alge- 
braic approach mentioned. 

Actually, in the 17th century, Briggs published a table of Logar- 
ithms which gave an approximate correctness to ten decimal places. 
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Mathematicians at a later period recognised this very fine work 
as a table to base 10: although neither Napier nor Briggs under- 
stood it as such. 

I would be inclined to the belief that a four figure table of 
Logarithms might find favour as an appendix to a school room 
text, but could not be considered seriously as an aid in commerce 
and in so far as solving finance problems are concerned., 

As I perused Mr. Allerdice’s article my hands trembled lest 
Mercator’s remains had been disturbed by the difference of 4/10 
in “profit and loss” disclosed in the elementary exercise submitted. 
Nicolaus Mercator, as we may be aware, was mainly instrumental 
in the discovery of the Logarithmic series by scientific method. 

As the matter of this 4/10, indicated herein, may have a most 
important effect on the uninitiated (quite apart from being a 
slander on the originators of logarithmic science), I feel it will be 
good to disclose that there is no difference either by straight out 


arithmetic or logarithms in arriving at the sum of £500 accumu- , 


lated at 34% p.a. for 5 years. 
Here are both methods—using an eight figure table: 


(1) By arithmetic: 


1035 
5301 
1035 
3105 
5175 


1071225 
5221701 


1071225 
74985 
1071 
214 

22 

5 


1147522 
5301 


1147522 
34426 
5738 


1187686 
5 


593-843 = £593 16 10 
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.. £500 accumulates to £593/16/10 in 5 years at 34% p.a. 
Note.—Decimal places, etc. are taken at sight until the final 
result. 
(2) By Logarithms which produces the exact figures as above: 


Log 1-035... .... = 01494035 
-07470175 
2-69897 


5 times Log 1:035 . 
Also: Log. 500... .. .. 








2:77367175 


Adding we get .. .. .. 








593-843 


RR oi SSS MS 
£593/16/10 


ll I 


Yours faithfully, 
E. V. ARENTZ, A.C.A.A. 
Hurlstone Park, N.S.W., 
24/10/38. 





The Australian Monetary and Banking System 


[Being a Lecture delivered by Professor R. C. Mills, 0.B.E., LL.M., 
p.sc. (Econ.), Dean of the Faculty of Economics in the 
University of Sydney, at the Conference Room of the Com- 
monwealth Institute of Accountants, Sydney, by arrangement 
with the Sydney University Extension Board, on October 18, 
1938.] 


The Australian monetary and banking system consists of a 
group of financial institutions, including the Commonwealth Bank, 
the trading banks, the savings banks, and the rural or agricultural 
banks. 

Some features of these banks are: 


(1) Trading banks are conducted on the branch system or 
“Scottish model.” 

(2) Lending by overdraft to the extent of a prescribed limit 
upon which interest is charged on the balance from day to 
day, while the English practice is to credit the whole amount 
of the advance to the customer’s account and charge interest 
on that amount periodically. 

(3) A characteristic feature of Australian trading banks is the 
habit of lending by overdraft to those en saged in agricul- 
tural and pastoral industries, which, in practice, amounts to 
long-term lending. 


From data supplied to the Royal Commission from the various 
trading banks it was ascertained that roughly half their total 
advances were made to agriculturalists and pastoralists. 

The lending policy of the banks is guided with reference to 
three ratios : 
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1. Advances to deposits. 
2. Liquid assets to total liabilities. 
3. Cash to deposits. 


Advances to Deposits 

While this ratio is usually maintained at about 809%, it is often 
allowed to fluctuate quite widely, and there is no fixed relation 
between the ratios maintained by the various banks. In England 
this ratio is fairly rigidly maintained between 40% and 50%. 


Liquid Assets to Total Liabilities to the Public 

Here, again, a lack of uniformity is noticed between the various 
banks, and no fixed ratio is maintained between them. At times, 
the ratio is allowed to swing considerably from the figures usually 
maintained. 


Cash to Deposits 

There is a considerable difference of opinion between the banks 
as to what items should be regarded as “cash,” so that this ratio 
is found to differ considerably between the various banks. 

The Royal Commission observed that, if the following items— 
coin, bullion, notes, deposits with the Commonwealth Bank, 
London funds and Treasury bills were considered as comprising 
“cash,” there was still a lack of uniformity between banks, while 
in London this ratio is maintained constant at 10%. 

An important factor in the Australian banking system is the 
amount of London funds held by the trading banks. These funds 
increase with the export season, and decrease with the import 
season, so that there is a corresponding rise and fail in the liquid 
assets ratio. If there is an upward trend, the tendency is for an 
expansion of credit, and if a downward trend the tendency is for a 
contraction of credit to occur. 

The Commonwealth Bank developed from a public trading and 
savings bank, and became a Central Bank in 1929, but it retains 
many characteristics of its earlier form. 

The Commonwealth Bank has the following powers: 

1. Control of note issue. 

This power is subject to the following limitations: 

(a) The Bank must hold a reserve in gold or English sterling 
equal in value to one quarter of the note issue. 
(b) Dictates of prudence. 

2. To hold part of the cash reserves of the trading banks. 

(There is no compulsion upon the trading banks to deposit part 
of their cash reserves with the Commonwealth Bank, but the latter 
has undertaken not to use those funds in competition with the 
trading banks. 

The Commonwealth Bank holds from 20% to 30% of the cash 
reserves of the trading banks. ) 

3. To advise the Governments and the Loan Council on mone- 
tary matters. 
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4. To fix the exchange rate. 

In 1931, the Commonwealth Bank “pegged” the rate of ex- 
change between England and Australia at £100 sterling to £A125, 
which rate has remained constant to date. 

5. To buy and sell Government securities. (The Common- 
wealth Bank has not made it a practice to avail itself of this power.) 

6. To re-discount bills. (This power has not been exercised in 
any appreciable way. ) 

7. To make advances to banks. 

8. To carry on trading bank and savings bank activities. 


The credit base of the Australian banking system consisted, 
prior to the depression, of approximately 60% international re- 
y sources, i.e., gold and London funds, and 40% Australian resources. 


Since the depression, owing to the export of a considerable part 
of the international resources, and the replacement thereof by 
Treasury bills and Australian resources, the ratio has altered to 
approximately 30% international and 70% Australian. 

If the function of a central bank is to regulate credit in the 
general interest, two questions arise : 

(a) What is the appropriate policy for the Commonwealth 
Bank to follow with such an objective in view? 

(b) What are the appropriate powers for the Commonwealth 
Bank to exercise with such an objective in view? 

The broad choice appears to lie between three policies : 

(a) Stability of the price level. 

(b) Stability of exchange with sterling. 

(c) Reduction of fluctuations in economic activity in Aus- 
tralia. 

The last-mentioned policy was the recommendation of the Royal 
Commission, and aims at gradual progress by “damping down 
booms and ironing out fluctuations,” to be accomplished by the 
powers at the command of the Commonwealth Bank to expand and 
contract credit. 

The answer to the second question depends on how the relation 
between the trading banks and the Commonwealth Bank is con- 
cived. Again there are at least three views: 
~ (a) That the trading banks should be nationalised. 

(b) That the system should be left alone to develop naturally. 
(c) That the powers of the Commonwealth Bank should be 
increased so as to ensure in all circumstances the conformity of the 
t trading banks to its policy. 

The Royal Commission, of which I was a member, recommended 
the last-mentioned view. 

h When the Royal Commission on Banking recommended special 
powers for the Commonwealth Bank to call up deposits from 

trading banks, it did not contemplate their use except in an acute 

crisis. 

Some of the recommendations of the Commission have been the 
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subject of propaganda and misrepresentation. In some cases, they 
have been construed in such a way that the Commissioners them- 
selves fail to recognise them. Some of our critics have left out 
altogether the part which is the whole spirit of our report. 

This is the one that reads: 

“We are of opinion that the regulation of credit by the 
Commonwealth Bank will in general be best achieved through 
the exercise of existing powers and development of the prac. 
tice of co-operation between the Commonwealth Bank and 
the trading banks.” 

We went on to say that the Commonwealth Bank could not be 
sure of such co-operation, and for that reason alone we recom- 
mended a special power, only with the consent of the Treasurer, 
to call up minimum deposits from trading banks. We purposely 
refrained from specifying any definite amount. If we had specified 
an amount big enough to do the whole job it would have seemed 
too large. We realised that it was a weapon of great force, but 
not likely to be used. It was only an emergency measure. 

It is true that this is a drastic power and probably from that 
point of view is not appropriate to a small crisis; but we did not 
contemplate its use in a small crisis. We contemplated a case in 
which one or more of the trading banks became recalcitrant and 
would not follow the policy which the Commonwealth Bank 
thought was in the general interest. Such a case is by no means 
impossible. 

It has been said that the proposed power will mean the transfer 
at once of deposits, so that the trading banks cannot lend as much 
as they want to. Sums up to £30,000,000 in such a transfer have 
been mentioned. That is certainly a gloomy picture, but it is not 
the Commission’s proposal. The mere gift of that power, and the 
threat of using it, will be enough to bring any bank to heel. 

We recommended an extraordinarily powerful weapon for the 
Commonwealth Bank, but we hoped that as the Commonwealth 
Bank grew in prestige that weapon might be left in the armoury to 
rust unused. 





Progressive Managerial Reports 
By R. A. Hick1n, L.1.¢.A. 


A healthy tendency in modern accounting and management is 
that towards progressive reporting of the sales, cash position, and 
trading results. The day has gone when management was content 
to look only for an annual revenue statement, and was satisfied to 
remain in ignorance of the progressive position month by month, 
so that the appearing of the annual statement was looked forward 
to in much the same way as expectant parents look forward to the 
coming of a child. Whether its hair will be black, and its eyes 
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blue, and, above all, whether it will be a boy or a girl, are all 
matters for speculation. The fates ordain these things, and they 
must be accepted when they come. Nothing we can do will alter 
them. 

When this spirit is applied to business the result is often disas- 
trous. If the net result of the year’s trading be a large profit, so 
that a comfortable dividend may be paid, all is well; but the 
reverse may be the case. An unsuspected loss may be revealed, 
which wise control throughout the year could probably have reduced 
or extinguished. Panic ensues. Shareholders become uneasy, 
and the directors find themselves sitting on top of an active vol- 
cano, which may erupt at any time and give them an acute shaking 
up. And, what is even more important, the spirit of dissatisfaction 
within the company produces distrust among the business com- 
munity generally. 

Wise directors, therefore, choose as their accountant a man of 
progressive spirit and wide experience in furnishing management 
with progressive figures for control. The position of the 
accountant has thus increased tremendously in importance during 
recent years. He is the key man of any modern organisation, 
because without the constant stream of information which eman- 
ates from his office no departmental manager is able to conduct his 
department with the maximum of efficiency. That is to say, the 
executive must know the progress of the department under his 
control if he is to utilise its resources to the best advantage. 

Modern managers have ceased to regard their accounts depart- 
ment as an expense to be kept to a minimum. It is essentially a 
producing unit. It does not produce in the same way that the 
factory proc es; its function is the production of accurate and 
timely information whereby the management is kept constantly 
au fait with the progress of the business, and is thus better armed 
for the frequent decisions to be made on matters of policy. The 
accounts section is the nerve-centre of the entire organisation. 

Recognising this, alert managers—and most of the other sort 
have long since gone to the wall—look upon the accountant as 
their right-hand man, closer to them even than sales manager or 
advertising expert. For the modern accountant, who has had 
sound training and wide experience, has his fingers constantly on 
the pulse of the business, and is able to detect at once any variation 
from normal, and pass the information along to his manager, who, in 
his turn, takes whatever steps are indicated by the circumstances. 

Particular conditions will suggest the types of progress reports 
that may be desirable. Speaking generally, they should be three: 


1, Abstract of cash. 

2. Sales dissection. 

3. Profit and Loss Account. 

The first two reports would be furnished daily or weekly, and 
the third monthly. One could mention certain types of businesses 
c 
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in which a weekly profit and loss account would have a consider- 
able value, e.g., an investment concern carrying a large volume of 
constantly changing securities; but for the general run of con- 
cerns a monthly statement is quite adequate to enable efficient 
control to be exercised. In this article, therefore, we will speak 
only of the latter, and will assume that weekly cash and sales 
reports are required also. 

We now proceed to deal with each of the three reports in the 
order stated above. 


Abstract of Cash 


The cash statement shows the opening balance, the deposits and 
disbursements, the increase or decrease, and the closing balance. 
The deposits should be dissected into: 

(1) Trade accounts ; 

(2) Miscellaneous receipts ; 
and the amount shown as disbursements should be supported by a 
detailed list of the items comprising the total, with provision for a 
brief statement of the nature of the goods or services paid for. 

The following ruling is suggested: 





DEPosITsS— 
Trade accounts .. .. ass 2S: 7 
Remittance from Newcastle Branch 1000 0 O 
EE ae ae ee ee ae 17 610 
£6676 18 5 
DISBURSEMENTS .. .. .. «2 «« «« 5972 1 3 
ie ee ee ee a Gd) cS ka 2 Ce | Se Oe 
Previous Balance .. .. .. ...... 506 7 10 
DeGys GH 4. 6. ic os se ss SHI SE GD 


The next requirement is to list the disbursements. This could 
be done on the above sheet, in a small business, but it will usually 
be found that there are too many items for this method, and in such 
a case it will be necessary to use a larger space. A separate sheet 
could be printed for this purpose, or the back of the above sheet 
used. In any case, the ruling would be: 














Name. Amount. Goods or Services. 
James Stuart and Co. .. £55 11 9 (Overalls for staff, General Fac- 
tory Expense 
Office ~ ede OS ee 150 0 O |Typewriter, Office Equipment 
Petty Cash . aes 15 11 5  |Detailed 
—_—<Kew’"_”_ 0. 0 0O388080 000 oes 
£5972 1 3 
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Three examples have been shown to illustrate the information 
which can be given in this way. The principle is that every pay- 
ment should be shown, and a full though concise explanation given 
of the nature of the goods or services paid for. 

Next we come to the report of sales for the week. It is desirable 
that such a report should furnish information for the month to date 
and the year also, and for this three-fold purpose the following 
ruling will be found suitable: 


REPORT OF SALES 





























emacs anda sbiemdee 19 
Last Year. This Year. 
Kleena Toothpaste .. .. .. .. .. £608 9 2 £789 11 7 
Eastern Glow ee Satpal 50 11 3 Fe 
oe ca cag Ke em. we 15 0 1 14 10 11 
Total for Week .. .. .. .. £674 0 6 £876 10 3 
Kleena Toothpaste .. .. .. .. .. £1,905 10 3 £1,988 0 1 
Eastern Glow Lipstick . ke 140 1 5 151 10 11 
PIII Wawa oda oh 52 085 42 9 6 39 11 8 
Total Month to Date .. .. .. £2,088 1 2 £2,179 2 8 
Kleena Toothpaste .. .. .. .. ..| £12,001 10 9 £13,124 0 1 
Eastern Glow Lipstick . ut id 947 1 2 899 11 8 
Pe EN ck ce as ce Sw we om 256 11 4 223 0 2 
Total Year to Date .. .. ..| £13,205 3 3 £14,246 11 11 











STATES DISSECTION FOR WEEK 
N.S.W. QLD. VICT. S.A. W.A. TAS. 





Kleena Toothpaste . .. 
Eastern Glow rents 
Powder Puffs .. .. 








The three sets of figures shown should make the above report 
form self-explanatory. The figures for the States have been left 
out, as there is no need of illustration. 

It will be seen that, for convenience, both the Cash Statement 
and the Report of Sales could be shown on one sheet, the left-hand 
side ruled for the cash and the right for the sales figures. The 
reverse side of the sheet could be used for detailing the cheques, 
as mentioned above. 

The Sales Report form shown could be modified in several ways, 
¢g., a third column could be provided on the right to record the 
increases and decreases, the former in black and the latter in red; 
other modifications will suggest themselves to the reader. The 
main thing is that the two reports should give all information 
required in the most direct form, so that interpretation of the 
figures will be a simple matter. 

We now come to the most important statement of all three, the 
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Profit and Loss Account 


First of all, and this applies with equal force to all Profit and 
Loss Accounts, whether annual or progressive, the statement must 
be compiled so as to show quite clearly the dissected expense of 
each department and unit of the business. For this purpose an 
intelligent classification of the ledger accounts is a primary con- 
sideration, for unless the ledger itself is thoroughly dissected and 
logically arranged, the work of compiling the revenue report would 
be considerably complicated. The accounts should be grouped 
in the following order, leaving out, of course, those accounts relating 
to Balance Sheet items :— 

Sales. 

Sales Deductions—Cash Discount, etc. 
Cost of Goods Sold. 

Sales Expense. 

Office Expense. 

Administrative and General Expense. 
Advertising Expense. 

Each of these groups will be dissected into accounts to record 
the detailed expenses. For instance, the Sales Expense group will 
contain the following accounts: 


Sales Administrative Salaries. 

Sales Administrative Expenses. 

Salesmen’s Salaries. 

Salesmen’s Commission. 

Salesmen’s Expenses. 

Packing. 

Warehouse and Storage. 

Delivery. 

Miscellaneous Sales Expenses. 
The office expense group will comprise : 

Office Administrative Salaries. 

Clerical Salaries. 

Stationery. 

Postage. 

Telephone and Telegraph. 

Exchange. 

Depreciation of Office Furniture. 

Miscellaneous Office Expenses. 


The General Expenses and Advertising groups will be dissected 
in the same way. 

Now the question arises: In what form shall the Profit and Loss 
Account be presented ? 

First, there must be columns for the current month and the year 
to date. This gives a general view of the progress in the present 
year. But in order that the statement may be truly informative, 
we must place by the side of each column either the figures for the 
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same period of the preceding year, or the budget forecasts. 
Columns must also be provided for the percentages of each group. 
Perhaps the best form is that which contains the figures for the 
preceding year, followed by the estimated and then the actual figures 
for the current year. The following is suggested, therefore, as a 
suitable form for a progressive Profit and Loss Account :— 


AUSTRAL TRADING Co. LIMITED 
Profit and Loss Account 
June, 1938 














i Monta Year to Dare 

— 

} This Last Last This 

} Year Budget Year Year Budget Year 
SALES 


Sates DEDUCTIONS 


Cash Discount .. . 
Free Goods . 


i} Narr Sasms .... 














1 | Cost or Goops Sop 





| SaLes ExPEeNsE 
Sales Admin. Sal's. . 
Sales Admin. Exp. . | 
| Salesmen’s Sal's. . | 
Salesmen’s Expense | 
Salesmen’s Comm'n. 
ee eee | 
| Warehouse Expense 
|| | eae 
if! Misc. Sales Exp. . . 


Tora SALes EXPENSE 
















































































The other expense groups would then be listed in their order, 
and the percentages shown, calculated on the Nett Sales. In 
general, it will be found that percentages need be shown for the 
total of the groups only, not for individual items of expense. Thus 
there will be a percentage figure shown for Cost of Goods Sold, 
Sales Expense, Office Expense, etc., the difference between the 
total trading expense and the Nett Sales being the Operating 
Profit or Loss. 

An alternative ruling would provide the required information 
or the current year in progressive form, showing the monthly and 
year-to-date figures in twelve columns. Obviously, to include 
wmparative figures for the preceding year, or for the estimates, 
would make this form too unwieldy for practical use. But it has 
itcided advantages from the point of view of control, and could be 
wed in addition to the less bulky form already recommended. 

The ruling would be, on the left-hand side: 
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Month 





Jan. | Feb. | Mch.}| Apl. | May | June | July | Aug.| Sept.j| Oct. | Nov 
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and on the right-hand side: 





Year to Date 





Jan. Feb. | Mch.| Apl. | May | June | July Aug.]| Sept.}| Oct. | Nov. | Dec. 



















































































































































































The usual space in the middle of the sheet would be provided 
for the insertion of the names of the accounts as previously shown. 

The value of such a form is obvious. It is possible to see at a 
glance the monthly progress of turnover and the variations in 
expense, and where there is a budget to be adhered to this informa- 
tion is invaluable. Therefore, the extra labour involved in the 
preparation of this form, in addition to the comparative statement, 
would be well worth-while. 

The nature of the business will largely determine the form which 
the progressive Profit and Loss Account should take, but the 
rulings suggested could be applied, with modifications, to most of 
the concerns operating to-day. 

The accounts used as examples in the above suggested rulings 
follow certain recognised principles, but there is still scope for 
further analysis of expense, and it is proposed to consider these in 
more detail in further articles, so that the preparation of budgets, 
which are essential to effective control, may be approached intel- 
ligently. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.A. 


CoMPANY—OUTPUT OF MANUFACTURING CoMPANY SOLD To X— 

CoMPANY AS AGENT OF X OBTAINS OrpERS DIRECT FROM 

CusTOMERS AND INvoIcEs CusTOMERS DrrECT—LIQUIDATION OF 

ComMPANY—CONTRACT NOT REGISTERED—RIGHT OF X TO UNPAID 
DEsBTs. 


In Palette Shoes Pty. Ltd. v. Krohn and Nodrum (1937), 58 
C.L.R. 1, the High Court had to deal with some difficult points 
arising out of a most unusual agreement, which one Judge des- 
cribed as “a carefully drawn agreement,” “of a very special 
character.” 

The judgments of the High Court are exceptionally technical, 
mainly in relation to some little-known principles of equity, far 
beyond the legal knowledge of accountants, and it is extremely 
difficult to extract from them short statements of the principles 
on which the Judges founded their decision. The important 
point to accountants, business men and creditors is that the agree- 
ment, although unregistered as a bill of sale, or as an assignment 
or transfer of book debts, or as a mortgage or charge on the 
assets of the company, stood the test of the High Court, and it is 
essential, therefore, that its terms and conditions should be clearly 
understood. We set out hereunder the principal provisions of 
the agreement. It should be carefully noted that in the first 
Court Mr. Justice Lowe found that the arrangement was bona 
fide made and carried out, that the agreement represented the real 
agreement between the parties, and that the parties had in fact 
regulated their conduct in accordance with it. On the appeal Mr. 
Justice Dixon said that the payments by the purchasers under 
the agreement did not take the form of loans to the manufacturer 
and there was no ground for treating the form in this respect as 
a disguise and the transaction as an attempt to secure a loan. 


Provisions of the Agreement 

The agreement, dated February 15, 1935, between H. H. Krohn 
and C. W. Nodrum (the purchasers) and Palette Shoes Pty. 
Ltd. (the manufacturer) provided as follows: 

1. The manufacturer agreed to sell to the purchasers, who 
agreed to purchase, from time to time, all boots and shoes manu- 
factured by the manufacturer. 

2. The boots and shoes were to be manufactured in an efficient 
manner and of suitable materials. 

“3. The manufacturer shall, on behalf of the purchasers, obtain 
orders from and sell to the customers of the purchasers the said 
boots and shoes in compliance with the orders received by it, and 
shall invoice the same to the customers on the invoice (in tripli- 
cate) in the form attached hereto and signed for identification, 
and shall deliver one copy of such invoice to the purchasers on 
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demand in writing and another to the customer and shall retain 
and file the remaining copy.” (The invoice form showed that 
the manufacturer was selling “as agent,” for these words were 
printed in small letters under the name of the manufacturer, but 
there was no evidence that it was ever disclosed to the customers 
that the purchasers were the principals of the manufacturer.) 

4. Each week the manufacturer was to render to the purchasers 
a statement of the value of all boots and shoes supplied to the 
customers of the purchasers. 

5. Each week the manufacturer was to render to the purchasers 
a statement showing the value of all returns by customers and 
allowances on invoice prices made to customers and the purchasers 
were to be credited with these returns and allowances. 

“6. The purchasers shall at least once in each week or otherwise 
on demand by the manufacturer pay to the manufacturer the invoice 
value of all boots and shoes so delivered and supplied to customers 
as aforesaid during the preceding period less the amount credited 
in respect of the items mentioned in clause 5 and less a discount 
of 54 per cent.” (In their judgments, Latham C.J. and Rich and 
Dixon JJ. referred to the payments under this clause as a “dis- 
counting’’ of the debts, i.e., for the goods sold to customers. ) 

“7. The manufacturer shall within 48 hours after the receipt 
thereof pay all moneys received by it on account of such boots 
and shoes supplied by it as aforesaid to the credit of such account 
and at such bank as the purchasers may from time to time appoint 
and shall at least once in each month render to the purchasers a 
statement in writing showing all moneys received by it as aforesaid 
during the preceding period.” 

“8. The manufacturer shall refund to the purc’iasers—(a) all 
losses by way of bad debts; and (b) all moneys paid by the 
purchasers to the manufacturer for any goods returned and all 
moneys paid by the purchasers for the carriage of any goods 
returned.” / 

9. The purchasers had the right to inspect the books of 
account of the manufacturer with reference to its transactions 
with the purchasers and its customers. 

“10. The manufacturer shall not manufacture or sell boots or 
shoes for or to any person, firm, or company in Australia other 
than to the purchasers or as agent for the purchasers, save and 
except samples, rejects, returns, and damaged or inferior boots 
and shoes.” 

Clause 11 provided for the termination of the agreement on 
breach. By clause 12 the manufacturer guaranteed due payment 
to the purchasers for all sales made by it on the purchasers’ 
behalf within six months of delivery to the customer. Clause 13 
provided for the termination of the agreement on one month's 
notice. 

The substance of the arrangement was that the purchasers paid 
to the manufacturer promptly the amounts which the customers 
owed for boots and shoes, less 54 per cent., and then, when the 
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customers paid the manufacturer, the purchasers were to receive 
all the moneys paid by the customers to the manufacturer. 

“The shoes manufactured were almost invariably sold on credit 
and, on the part of the (manufacturer), the evident purpose of 
the transaction was te obtain regular cash payments in respect of 
the sales made .... The agreement is framed upon a plan 
which attempts to give to the (purchasers) the character of pur- 
chasers of the entire output of the factory, other than samples 
and defective shoes, and to place the (manufacturer), when it 
sells its products and receives the proceeds, in the position of an 
agent acting for and on behalf of the (purchasers) as unnamed 
principals.”” (Dixon J.) 

The manufacturer collected the accounts and paid the proceeds 
to the credit of the purchasers at their bank and forwarded to 
them the pay-in slip and a statement showing the state of the 
account. The manufacturer had carried on its business in this 
way for many years before the winding up, which commenced on 
May 19, 1936. At that date, a sum of about £14,200 appears to 
have been outstanding as uncollected book debts. The liquidator 
proceeded to collect these book debts and refused to pay them 
over to the purchasers. Did these debts form part of the general 
assets of the manufacturer, or belong to the purchasers? 

In an action in the Supreme Court of Victoria the purchasers 
(plaintiffs) alleged that the manufacturer (defendant) had col- 
lected sums of money in respect of boots and shoes sold under 
the agreement, but had failed to pay such moneys to the pur- 
chasers, and the purchasers alleged that the liquidator held such 
moneys as trustee for them and claimed an order for the payment 
of such moneys to them. 


Contentions of the Liquidator 


The liquidator pleaded that the agreement was invalid as an 
unregistered bill of sale, and that the purchasers did not at any 
time become entitled at law or in equity to the property in any 
boots or shoes manufactured by the manufacturer or to the 
proceeds of sale thereof; that the customers became indebted to 
the manufacturer as vendor in respect of the price of the boots 
and shoes as principal; that the purchasers had advanced money 
to the manufacturer and the agreement was intended to give the 
purchasers a charge on the boots and shoes manufactured by the 
manufacturer or to assign to the purchasers book debts due or to 
become due to the manufacturer from its customers in the course 
of its business. 

The liquidator contended that under the agreement the property 
in the boots and shoes manufactured never at any time passed to 
the purchasers. If such property did pass, then the agreement 
was void for non-registration as a bill of sale under Part VI of 
the Instruments Act (Vict.); alternatively, that the agreement 
amounted to an assignment of book debts and was void for 
non-registration under Part IX of the same Act; a similar result 
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followed by reason of non-registration of the agreement as a 
mortgage or charge under S. 101 (1) (c) of The Companies Act 
1928 (Vict. ). 

Mr. Justice Lowe, following decisions of Madden C.J. in 
1896 and 1898, held that Part VI of the Instruments Act relating 
to bills of sale did not apply to trading companies, and the manu- 
facturer was a trading company. Further, the goods the subject 
matter of the agreement were unascertained or future goods, and, 
following a recent decision of two Judges of the Victorian Full 
Court, His Honour held that a contract in relation to unascertained 
goods is not an assurance of personal chattels within the meaning 
of Part VI of that Act. His Honour accordingly gave judgment 
for the purchasers, and made a declaration that all moneys 
collected by the liquidator as the proceeds of sale of boots and 
shoes manufactured by the manufacturer were held by the 
liquidator as trustee for the purchasers. 


Appeal to High Court 


The liquidator appealed to the High Court. Held by the High 
Court, affirming the decision of Lowe J.: 

1. That the agreement did not require registration as a bill 
of sale under Part VI of the Instruments Act in order to be valid, 
because it did not confer upon the purchasers a power to seize 
or take possession of any boots or shoes manufactured by the 
manufacturer. 

(Registration of a bill of sale is not required unless it is one 
“whereby the grantee or holder has power, either with or without 
notice and either immediately after the making or giving of such 
bill of sale or at any future time, to seize or take possession of any 
property and effects comprised in or made subject to such bill 
of sale” (Sec. 30 (1)). 

2. The agreement did not require registration as an assignment 
of book debts under Part IX of the Instruments Act. 

Per Latham C.J.: If the contracts between the manufacturer 
and the customers should be regarded as made on behalf of the 
purchasers, then the moneys owed by the customers should be 
regarded as moneys owed directly to the purchasers; the cus- 
tomers had never owed any moneys to the manufacturer and it 
could not be said that there was an assignment by the manufac- 
turer of book debts owed to it. 

Clause 7 of the agreement did not constitute an assignment of 
any debt. There could be an assignment of a debt only when 
there was intended to be an assignment of the right of the creditor 
against the debtor. The agreement did not purport to assign 
any rights of the manufacturer against the customers, and did 
not deal with the debts owed to the manufacturer at all, but 
only with moneys which were actually received by the manufac- 
turer from the customers. The agreement constituted the manu- 
facturer a trustee of the moneys received by it from the customers 
so that the purchasers became entitled to claim such moneys as 
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against the liquidator, and were not bound to prove for a mere 
debt in competition with other creditors. 

“If, as I think, the moneys received by the (manufacturer) from 
the customers were moneys belonging to the (purchasers), no 
question of assignment of any debt arises and the (purchasers) 
are clearly entitled to the moneys. If, on the other hand, the 
moneys did not belong to the (purchasers) when the (manufac- 
turer) received them, the fund which they constituted (but not 
the debts owing by the customers) had been assigned in equity 
to the (purchasers) for value, and they are entitled to receive 
the moneys as equitable owners thereof. In neither case is there 
any assignment of a book debt and Part IX of the Instruments 
Act is not applicable.” 

Per Dixon J.: “Until (the purchasers) paid the discounted 
amount of the price payable by the customer for the shoes, they 
would obtain no beneficial interest in the debt. For the same 
reason the fact that the manufacturer accepted the situation of 
agent would, up to that stage, place no fiduciary duty upon it. The 
contract of sale which it had entered into and the shoes which it 
had supplied in performance of the contract stood at that point 
solely to the manufacturer’s charge. It is the next step which 
produces the change. Immediately the sale is included in a debit 
note which the manufacturer renders to the purchasers and they 
pay the discounted amount to the manufacturer, then they become 
beneficially entitled to the debt owing by the customer. The 
manufacturer becomes a trustee for them of its right to recover 
the debt and when it receives payment it is bound to pay that 
specific money to the purchasers’ credit at their bank. The act 
of discounting the book debt operates, in virtue of the executory 
agreement, to effect a transfer of the beneficial interest in the book 
debt. Why is this not a transfer of a book debt within the meaning 
of Sec. 81 of the Instruments Act 1928? The answer is that it is 
not a transaction in writing. Sec. 81 speaks of a true copy of the 
assignment and from this, as well as from the general scope of the 
Part, it is evident that what is struck at are instruments embodying 
assignments. No doubt equitable assignments, even if in writing, 
are generally ineffective unless and until value is given, but, when 
value is given, the instrument operates to make over the debt. 

“In the present case there is nothing in writing but an execu- 
tory agreement regulating the relations of the parties in a con- 
tinuous course of business. It is the individual transaction in 
that course of business which effects the assignment or trans- 
Pre 

“The consequence of what I have said is that the written agree- 
ment, being at its execution wholly executory and amounting to 
no assurance of future chattels whereby a grantee is empowered 
to seize and no assignment or transfer of book debts, needs no 
registration, and that, although the transactions under the agree- 
ment may or do involve an assignment of the book debts to which 
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they relate, yet the transactions do not amount to written assign- 
ments requiring registration.” 

Per Dixon J.: Absolute assignments or transfers of book debts 
are obviously not mortgages or charges and, therefore, they are 
not registrable under the Companies Act at all. The registration 
provisions of that Act are framed upon the analogy which the 
book-debts legislation embodied in Part IX of the Instruments 
Act follows. Part IX of the Instruments Act relating to assign- 
ments or transfers of book debts applies to corporations and to 
trading companies incorporated under the Companies Acts, but 
it requires registration only of written assignments or transfers 
of book debts. (This important point was not discussed by the 
other Judges of the High Court.) 


Interest on the Moneys Wrongly Retained 

After the above judgment of the High Court in favour of the 
purchasers, the matter again came before Mr. Justice Lowe in 
the Victorian Supreme Court, when the purchasers claimed interest 
on the moneys wrongly retained by the liquidator. By clause 7 
of the agreement the manufacturer was bound within 48 hours 
of receipt to pay the moneys in question into the purchasers’ 
account, and from the expiration of the 48 hours was in default. 

Mr. Justice Lowe held that from that time the manufacturer was 
chargeable with interest. “The mere receipt and retention of 
the principal’s money by an agent does not subject the agent to 
liability to pay interest, but such a liability does arise (inter 
alia) upon the agent’s failure to pay over his principal’s moneys 
upon request.” 

Pending the determination of the question submitted to the 
Court, the moneys received by the liquidator had been held for 
a time in a trust account, and later placed on fixed deposit at 
interest. The purchasers contended that the manufacturer must 
be presumed to have used these moneys in its business and to have 
earned ordinary business profit therefrom, say 6%. Mr. Justice 
Lowe decided that in the circumstances, including the facts that 
the company was in liquidation and insolvent, the suggested 
presumption was contradicted by the proved facts, and the proper 
rate of interest to allow was that which would have been earned 
had the money been invested in Government bonds, and this was 
conceded to be 4% p.a. 

The purchasers then contended that the interest should be paid 
in full as an expense of the winding-up—i.e., in priority to other 
claims against the company. Mr. Justice Lowe decided that the 
purchasers were entitled to receive in full the interest actually 
earned while the moneys—which were the purchasers’ moneys— 
were on fixed deposit, and they were entitled to prove in the 
liquidation for the difference between that sum and the total 
amount to which they were entitled. 

Krohn v. Palette Shoes Pty. Ltd. (1937) V.L.R. 314; 43 
A.L.R. 596. —_—_—_— 
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Tue Fiouctary Position oF A DiREcTOR 

A director of a company stands in a fiduciary position towards 
the company, and he cannot, unless the articles of association 
otherwise provide, make any personal profit whilst he is acting 
for the company. In accordance with this principle, it is a well- 
established rule of equity that, in the absence of anything to the 
contrary in the articles, a director is precluded from dealing, on 
behalf of the company, with himself, and from entering into 
engagements in which he has, or can have, a personal interest 
conflicting, or which may possibly conflict, with the interests of 
the company, which he is bound by a fiduciary duty to protect. 
It does not matter whether the contract is fair to both parties 
or not; the principle is so strictly adhered to that no question is 
allowed to be raised as to the fairness or unfairness of a contract 
so entered into, or whether the contract was the best that could 
have been obtained or was, in fact, better from the point of view 
of the company than could have been obtained from any other 
person, or that as between the director interested and his co-direc- 
tors the whole matter was open and above-board. 

The rule is not a technical or arbitrary one; it is strictly enforced 
because it is one which is founded upon the highest principles of 
morality. On principles of equity, no man acting as an agent, 
can be allowed to put himself in a position in which his interest 
and his duty will be in conflict. 

The rule applies not only to a contract made between the 
company and the director personally, but also to a contract made 
by the company with another company in which the director in 
question is a shareholder or director, for even in the latter case 
the director is deemed to have a personal interest in the contract 
within the rule, or owes a duty which conflicts with his duty to 
the company of which he is a director. It makes no difference 
whether the director holds such shares in his own right or as a 
trustee for others, for in either case there is a conflict between 
the interests of the company and of himself or of his beneficiaries. 
The rule applies however small the interest of the director may 
be in the other company. 

In consequence of the above principles of equity, a contract 
between a company and a director or any firm in which he is a 
partner, or a company in which he is interested as a director or 
shareholder, is voidable at the option of the first-named company. 

But the general rules set out above may be, and very often are, 
modified by the articles of association of a company, and it has 
long been held that such provisions in the articles are valid, for a 
company may unquestionably waive the benefit of these rules of 
equity. 

hy sheee 72 of Table A of the English Act of 1929, a director 
vacates his office if he is directly or indirectly interested in any 
contract with the company or participates in the profits of any 
contract with the company. There is an important proviso to this 
article reading: ~ 
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“Provided, however, that a director shall not vacate his office 
by reason of his being a member of any corporation which has 
entered into contracts with or done any work for the company if 
he shall have declared the nature of his interest in manner required 
by Section 149 of the Act, but the director shall not vote in 
respect of any such contract or work or any matter arising 
thereout, and if he does so vote his vote shall not be counted.” 
A similar provision is inserted in many articles of association, 
apart from companies adopting Table A, and Article 112 quoted 
hereunder in full is a very common article taken from the well- 
known precedent in Palmer’s Company Precedents. 

When a director may not vote on any matter in which he is 
interested, he cannot be counted in making up a quorum for such 
business, for a quorum means a quorum competent to transact 
and vote on the business before the board. This rule is often 
relaxed in the case of small companies, directors interested being 
permitted to vote and to be counted in a quorum. 

Where an independent quorum cannot be obtained and interested 
directors cannot vote, a contract in which they are interested can 
only be valid if sanctioned or ratified by the company in general 
meeting. In such cases full disclosure of the transaction must 
be made to the members before they are asked to vote thereon. 
The interested director can vote as a member at the general meet- 
ing, for a prohibition in a company’s articles against a director 
voting as a director in respect of any matter in which he is 
interested does not preclude him from voting as a shareholder 
at a general meeting in respect of that matter, unless the articles 
provide to the contrary (an extremely rare provision) or the 
transaction would be a fraud on, or an oppression of, the minority. 


Issue of Debentures—Interested Directors—Quorum 

Some of the above important points were considered by the 
High Court in Richard Brady Franks Ltd. v. Price (1937), 58 
C.L.R. 112. The plaintiff company carried on the business of 
manufacturing and selling steel and metal doors, sashes, etc. 
The capital of the company was £25,000 in £1 shares, all of which 
had been issued and fully paid. The company was in difficulties, 
and discussions took place from time to time among the directors 
as to providing the necessary finance to enable the company to 
carry on. Two of the directors, A and B, guaranteed the 
company’s bank overdraft up to £5,000. Other directors or their 
friends made advances to the company, and C, who was also a 
director, lent the company £250 for a temporary purpose. In 
October, 1931, the position was that directors and other persons 
had advanced about £5,000 to the company, and that A and B 
were liable under their guarantee up to £5,000 for the overdraft, 
which at that time stood at about £4,000. The company also 
owed trade debts of about £5,000, but it had moneys owing to 
it which enabled it to meet its trade debts as required from time 
to time. 
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In October, 1931, however, C required payment of his money. 
The other directors who had made advances took the view that 
if C was paid they and their friends ought also to be paid. It 
would not have been possible to pay them without running a real 
risk of putting the company into liquidation, and the evidence of 
the directors was that they desired to avoid this being done. 
Richard Brady & Sons Ltd. was a trade creditor of the company 
for about £395. D was a director of that company and also of 
the plaintiff company. An arrangement was made at a meeting 
on October 30, 1931, that the debt of Richard Brady & Sons 
Ltd. should be paid, and that Richard Brady & Sons Ltd. should 
then pay £400 to the company as a loan “on short call,” that is, 
on the same terms as advances made by other directors. On 
November 3 another meeting of the board was held, and, accord- 
ing to the minutes, after discussion 


“Mr. E. moved and Mr. C. seconded that the company issue 
forthwith a series of debentures to secure repayment of 
moneys owing to each of Messrs. A, B, E and Richard Brady 
& Sons Ltd., and to Messrs. A and B, as guarantors for the 
overdraft at the Bank of New South Wales, jointly, redeem- 
able in twelve months from the date of issue subject to such 
conditions as the debenture-holders approve and in such 
denominations as may be expedient with interest at 7% per 
annum or as allowed by Government.—Carried unanimously.” 


The directors who were recorded as being present on that 
occasion were A, B, C and E, and X representing D. A, B, E 
and D were all interested in the issue of the debentures; A, B, 
and E being directly interested, and D being interested by reason 
of the fact that he was a shareholder in Richard Brady & Sons 
Ltd. C was the only person recorded as present who was not 
interested. 

Provisions in the Company’s Articles 

Clause 119 of the articles of the company provided that unless 
otherwise determined by a general meeting two shall form a 
quorum at meetings of the board of directors; it was not suggested 
that the number was altered by any determination of a general 
meeting of the company. 

Art. 112 read: “No director will be disqualified by his office from con- 
tracting with the company either as vendor purchaser or otherwise nor shall 
any such contract or arrangement entered into by or on behalf of the 
company with any company or partnership of or in which any director 
shall be a member or otherwise interested be avoided nor shall any director 
80 contracting or being such member or so interested be liable to account to 
the company for any profits realized by any such coniract or arrangement 
by reason only of such director holding that office or of the fiduciary 
telation thereby established but no such director shall vote in respect of 
any such contract or arrangement and the fact of his possessing an interest 
(whether as director or member as the case may be) where it does not 
appear on the face of the contract must be disclosed by him at the meeting 
of directors after the acquisition of his interest.” 

It is well settled that, under such articles, in order to entitle 
a board of directors to act on behalf of a company, there must be 
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present a quorum of directors who are competent to vote in 
relation to the business which they purport to transact. There 
were not two persons present at the meeting on November 3 who 
were not interested in the issue of the debentures, and therefore 
the resolution then passed could not be relied upon for the purpose 
of establishing the validity of the debentures. 

On November 17 a further meeting of the board of directors 
was held, and the minutes contained the following record of 
business done: 

“Issue of Debentures. Letter from the company’s solicitor, 
dated 16th inst., re issue of debentures was read. Moved 
by E, seconded by F, that the series of debentures totalling 
£10,150 prepared in pursuance of resolution of November 3, 
1931, be sealed and issued to the respective persons named 
therein.—Carried unanimously.” 


The letter from the company’s solicitor set out the names. of 
the proposed debenture holders and the amounts to be allotted to 
each of them, and advised the directors as to the precise form of 
the resolution to be adopted. Of the £10,150, £5,150 represented 
loans previously made to the plaintiff company at short call, and 
£5,000 was in respect of the guarantee given to the bank. 

On this occasion the directors recorded as being present included 
Cand F. Neither of these directors was interested in the issue 
of the debentures, and accordingly, if they were both present, 
there was a competent quorum. Admittedly F was present, but 
it was contended for the plaintiff company that C was not present 
at either meeting (November 3 or 17), though he was recorded 
in the minutes as being present and taking an active part. 

On June 24, 1932, one of the holders of the debentures, pur- 
porting to exercise the powers conferred upon him by the deben- 
ture, appointed directors A and B as joint receivers, with the 
approbation and concurrence of all the other debenture holders, 
and on the same date the receivers entered into possession. 

In the subsequent liquidation of the plaintiff company that 
company claimed against the debenture holders a declaration that 
the debentures were wholly invalid and inoperative on the ground 
that the issue of the same was ultra vires of the directors under 
the circumstances alleged, and an inquiry as to the dealings with 
the debentures and an account of all moneys in connection there- 
with. 

The case was heard by Mr. Justice Long Innes, Chief Judge in 
Equity (N.S.W.), and the judgment of the learned Judge con- 
tains the following interesting statements : 

“The present case differs from most cases in which relief of 
this nature is sought in that it has been instituted, not for the 
purpose of avoiding the debentures in the interests of the general 
body of creditors, for it is not suggested that the assets when 
realized will not be amply sufficient to satisfy the claims of all 
creditors, including those of the present debenture holders, who 
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if the debentures are set aside will be entitled to rank as unsecured 
creditors of the company, but at the instance, and risk, of a 
number of shareholders who are desirous of obtaining a declara- 
tion that the debentures are invalid as a preliminary step to the 
institution of other proceedings for damages for trespass and 
conversion against the receivers for the debenture holders, who, on 
June 24, 1932, entered into possession under one of the deben- 
tures in question, and carried on the business of the company from 
that date until it went into liquidation on November 21, 1933. 

“In view of the fact that the receivers for the debenture holders 
were two of the directors of the company, including the chairman 
of the board, that they carried on the business of the company in 
the same manner as it had theretofore been carried on by the 
board, and that, I understand, no assets were converted by them, 
it is difficult to see what damages, other than nominal, could be 
recovered in that respect in such subsequent proceedings; and as 
the case made by the company in this suit and by those share- 
holders at whose instance it was instituted is that the financial 
condition and prospects of the company at the date of the issue 
of the debentures were such that liquidation was inevitable, it 
is equally difficult to see what damages could be recovered for 
loss of reputation consequent upon such entry into possession by 
the receivers for the debenture holders; but, notwithstanding, 
this case has been prosecuted with great zeal.” 


Appeal to High Court Dismissed 

In the first Court, Long Innes, C.J. in Equity, found in favour 
of the debenture holders on all points, and an appeal to the High 
Court (Latham C.J. and Rich and Dixon JJ.) was dismissed. 

Three questions arose on the appeal to the High Court. The 
first question was whether the director C had, in fact, been 
present at the two meetings of directors. The trial judge heard 
a great deal of evidence upon this question, and he came to the 
conclusion that C (despite his denial on oath) was present at 
both meetings. The High Court held that there were no grounds 
for disturbing this finding of the trial Judge. Upon questions 
of fact an Appeal Court will not interfere with the decision of 
the Judge who has seen the witnesses and has been able, with the 
impression thus formed fresh in his mind, to decide between their 
contending evidence, unless there is some good and special reason 
to throw doubt upon the soundness of his conclusions. The attack 
on the validity of the debentures based on the absence of a quorum 
competent to vote on the resolution in question failed. 

The second question was whether the resolution passed at the 
meeting on November 17 was a mere record of the signing and 
sealing of the debentures as per the resolution of November 3 
(on which resolution a quorum of disinterested directors did 
not vote), or was a substantive resolution and binding on the 
plaintiff company by reason of the fact that a quorum of dis- 
interested directors voted on it. 

D 
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If the debentures were in fact issued merely pursuant to the 
purported resolution of November 3 they would be invalid, by 
reason of the fact that there was at that board meeting no quorum 
of directors competent to vote on that resolution. 

The High Court, affirming the judgment of Long Innes, C.J. in 
Equity, held that the resolution of November 17 was a substantive 
and independent exercise of the directors’ power to bind the 
company and not a mere formal carrying out of a decision finally 
resolved upon at the earlier meeting, and that it contained clear 
authority for the issue of the debentures; therefore, the validity 
of the debentures could not be attacked on the ground that they 
purported to be issued pursuant to a resolution passed at a 
meeting at which a competent quorum of directors was not 
present. 

In the opinion of Latham C.J. the resolution of November 17 
did not in any way depend upon the resolution of November 3. 
The earlier resolution was not effective to authorise the issue of 
any debentures, because the conditions of the debentures had not 
then been determined. The later resolution referred to the earlier 
resolution only for the purpose of describing the debentures as 
being “debentures prepared in pursuance” of the earlier resolution, 
The later resolution, which was passed by a competent meeting, 
contained clear authority for the issue of each of the debentures 
which were in fact issued. Rich J. said that the first resolution 
could only be considered for the purpose of interpreting the 
second resolution. The second resolution so construed represented 
that the series of debentures had been prepared and were in order 
awaiting authority to issue them, and then proceeded to determine 
upon and authorise their issue. Dixon J. was of the opinion that 
the earlier meeting resolved on nothing which would amount to 
a contract. In the interval the terms of the debenture were 
arranged, the persons to whom they were to be issued were nomi- 
nated, and the instruments were drawn up by the company’s 
solicitor. By the resolution at the later meeting an express 
authorisation was given to seal and issue the debentures in pur- 
suance of the previous resolution. This was the contractual 
act, and to it the two competent directors gave their assent by 
voting for the resolution. The objection that the requirements of 
the articles of association had not been observed failed. 


“Acting for the Benefit of the Company” 

The third question was whether the directors of the company, 
in regard to the issue of the debentures, acted solely in the interests 
of the proposed debenture-holders, for the personal gain and 
advantage of such persons and for the purpose of procuring a 
preference to such persons, and not in any way in the interests of 
the company or for the benefit or in any way for the purposes of 
the company. The powers of directors must be exercised not only 
in the manner required by law, but also bona fide for the benefit 
of the company as a whole. A Court does not presume impro- 
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priety, and the onus is on the person who challenges the action 
of directors to establish that they did not act bona fide for the 
benefit of the company. Long Innes, C.J. in Equity, found as a 
fact that it was affirmatively proved that the directors intended 
to exercise their powers for the benefit of the company. Latham 
C.J. said that there was clearly evidence which, if believed, justified 
this finding. The company was in a difficult position. It was 
necessary to take some action to prevent creditors descending 
upon it with the not improbable result that the company would 
have been forced into liquidation. It was not for a Court to 
determine whether or not the action of the directors was wise. 
Rich J. agreed with the finding of the trial judge, and said that in 
order to succeed in a case like the present the plaintiff must prove 
the equivalent of fraud or bad faith. In the course of his judg- 
ment His Honour said: “The phrase ‘bona fide for the benefit of 
the company as a whole’ no doubt tends to become a cant expres- 
sion in these matters but is not yet a shibboleth.” Dixon J. said 
it was impossible to reverse the finding of the trial Judge who 
on the whole evidence was not satisfied that the sole purpose of 
issuing the debentures was to benefit the depositors and guaran- 
tors. The question was not whether the operation of the trans- 
action was or might give a preference over ordinary creditors, 
or benefit those receiving debentures at their expense, but whether 
the object was wholly the advantage of the directors or their 
associates, so that the interests of the company were sacrificed 
or disregarded. The burden of establishing bad faith in that 
sense had not been sustained. 


The Audit of Mechanised Accounts 


By V. L. SoLomon, A.1.C.A., A.A.LS. 


In the issue of The Accountant of September 3, 1938, appears 
an informative lecture by Major R. W. Barnett, T.p., A.s.A.A., 
which discusses “The Effect on Auditing of Machine Accounting.” 
An editorial in the same issue comments broadly on the subject 
of the lecture and indicates a lively interest in the ramifications 
of modern office machinery and its possible influence on the 
audit programme. The two contributions are complementary 
in that Major Barnett’s lecture outlines some practical machine 
applications while the editorial provides a well conceived analysis 
of the principles involved. 

A study of both articles is to be commended to Australian 
accountants, as the rapid progress of office mechanisation in this 
country calls for an intelligent appreciation by auditors of the 
changed and changing conditions. It is perhaps appropriate to 
venture at this point that the development of machine accounting 
in Australia has to some extent outpaced the movement in the 
Mother Country. This may seem, at first examination, a rather 
bold statement savouring of parochial pride, but it can be 
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convincingly substantiated by the statistics of those organisations 
engaged in the marketing of adding, bookkeeping and calculating 
machines. One factor contributing to this condition is the 
adoption of machines by a multiplicity of small businesses covering 
a wide variety of activity. The absence of the mammoth organisa. 
tions of the old world has forced the Australian machine houses 
to cultivate intensively the available field and in so doing to 
produce many original applications. The comprehensive “one 
machine installation” is now almost a commonplace in this country, 
while the offices employing “batteries” of specialised machinery 
are a comparative rarity. Another interesting influence on the 
position is the fact that the Australian agents or branches of the 
principal accounting machine distributors have been consistent in 
the employment of qualified accountants for the sale and installation 
of machines, and thereby have sponsored a branch of specialisation 
with a background of experience that has passed its second decade, 
Thus many phases of machine bookkeeping can be said to be 
peculiar to Australia, and some consideration of the audit implica- 
tions may be attempted without risk of plagiarism. 


General Considerations 

It should be borne in mind that the mechanisation of accounting 
cannot be allowed to interfere with the fundamental principles of 
accountancy practice. The popular conception of machine 
accounting is subject to many illusions, one of which is that the 
machine does the work. It should, therefore, be recognised as a 
preliminary to any examination of the subject that the machine 
is only a tool in the hands of a machine operator—a modern 
equivalent of pen and ink with only two new features: 

(a) The ability to compute as it writes. 
(b) A facility for reproducing related records at the one 
writing. 

Another important fundamental is that machine application is 
confined to transcription. Machines cannot be used to initiate 
records of transactions, as it is always necessary for some person 
to set up the original record before the machine proceeds to 
assemble and classify results. 

In so far, therefore, as an auditor is required to trace records 
to their source, the existence of mechanical methods cannot excuse 
a proper examination of the initiating entry. 

Major Barnett discusses the question of the acceptance of 
adding machine totals by an audit staff, and quite wisely reaches 
the conclusion that as errors in operation and manipulation of 
figures are an ever present possibility the auditor must check all 
mechanical additions just as he would be required to verify the 
accuracy of manual and mental work. Admittedly, machine 
systems usually provide for rigid methods of proof and a daily 
balancing routine, but these are only devices to police the work 
of the operator, and the possibilities of omission, misoperation and 
compensating errors cannot be eliminated. 
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1S It would appear, therefore, that the only new audit consideration 
Ig affecting mechanised accounts is an appreciation of the system in 
he each particular case so that undue checking can be avoided without 
ng | sacrifice of the usual objectives of the programme. Some specialised 
2. machine applications which will come under notice have been briefly 
es discussed in the following paragraphs. 

to Invoicing and Sales Analysis 

ne Where the auditor traces sales records to their source he will 
y) be interested in the application of machines to the work of invoicing, 
Ty dissecting sales and compiling some equivalent of a Day Book or 
he § Sales Journal. One method frequently adopted combines the 
he preparation of an invoice with a loose duplicate and a summarised 
i @ Sales Journal in one typing operation. The operator usually 
on works direct from a sales docket or completed order form, and 


on @ the machine is sometimes equipped with computing mechanism to 
le. 9 check the transcription by providing a mechanical total of the 
be original document. In some instances also the Sales Journal 
“a- @ extends beyond the width of the invoice and provides columns for 
the dissection of sales according to products or departments, 
the totals of these columns being subsequently taken to the 
ng § Departmental Sales Accounts. 

of The loose duplicate of the invoice to which reference has been 
ine | made is subsequently utilised as a medium for the posting of the 
the @ ledger, its unit form making possible a preliminary sorting into 
;a § ledger order and thus assisting the operator in the ultimate 
ine | posting process. Instances have been observed where the auditor 
mn § has made a practice of checking these duplicates with the Sales 
Journal—an obvious waste of effort in view of the fact that both 
have been prepared together and that, in fact, he is checking the 
duplicate of the invoice with the triplicate of the invoice. The only 





one ; - ; : : 
points upon which the auditor must satisfy himself are: 

is (a) That an invoice has been made out for each sales docket 
ate issued or order completed. 
ne (b) That no invoices or credit notes have been typed without 
to some such original authority. 

(c) That the total of the Sales Journal, representing as it 
ol does the aggregate of all invoices issued, becomes the 
use balancing figure for the debits passed to the Customers’ 

Ledger. 

of The existence of the loose invoice duplicate is purely a device 


hes | to facilitate posting and sometimes to enable cross reference by 
of @ providing an alphabetical file in contra-distinction to the numerical 
all @ sequence of the Sales Journal. It need not, therefore, be considered 
the J to have any bearing upon the records which are subject to audit. 
rine The development of machine accounting has made possible the 
aily | amalysis of sales according to a great number of classifications, 
ork @ and, except in special circumstances, it can hardly be held to be 
and 2 part of the auditor’s duty to check this statistical dissection. 
Where, however, the sales dissection represents the Sales Journal 
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per se, the compilation of this record and the grand total achieved 
must necessarily be checked in order to establish the balancing 
figure for the Ledger Adjustment Account. Apart from depart- 
mental dissections it is common to find a dissection of sales 
according to lines or transactions which are subject to Sales Tax, 
non-taxable under the Sales Tax regulations, or exempt from such 
taxation. Quite frequently these classifications are made at the 
point of invoicing, and, where the Sales Journal is produced as a 
by-product of this process, the necessary analysis becomes an 
intrinsic part of this record. Similarly, amounts which are 
invoiced in the nature of freight charges, etc., can be segregated 
at the invoicing point and thus eliminated from the sales totals. A 
special column or columns in the Sales Journal will usually look 
after these items. 
Customers’ Ledger Accounts 

The application of machines to the posting of Customers’ 
Accounts will generally achieve the following objectives : 

(a) The compilation of the customer’s monthly Statement 
simultaneously with the posting process. 

(b) The extension of the progressive balance of each 
account on both the Statement and the Ledger. 

(c) An accumulation of the postings to provide a balancing 
total and prove the accuracy of the work. 

Most machines also provide for a proof of the correct intro- 
duction of the previous balance, which is a necessary operation in 
the computation of the new balance. This point is referred to in 
Major Barnett’s lecture, but we cannot see that it in any way 
affects the audit. The “picking up,” as it is usually termed, of 
the old balance is purely a mechanical necessity and corresponds 
in effect with the mental operation under a manual system of 
posting where the ledgerkeeper inserts the new balance after each 
entry. The ledgerkeeper in effect says: “The previous debit balance 
was £5 and I have posted a debit of £2. Therefore, the new balance 
is £7.” The machine operator introduces £5 into the machine, 
posts the £2, and extends £7. If the machine operator picks up the 
wrong figure, the position is exactly the same as if the ledger- 
keeper made an error in sighting the previous balance and making 
his mental addition. The whole operation is only a means of 
avoiding month-end work by planning that each account will have 
its latest balance shown at all times and, therefore, immediately 
available at balancing periods. The auditor, therefore, is little 
concerned with the balance extended after each posting and less 
with the methods by which the machine operator has arrived at 
this figure. The contemplation begs the question whether the 
auditor should or should not check the detailed postings to each 
account, as except in rare instances he cannot be interested in such 
an error as the charging of John Brown’s purchase to John Smith’s 
account. Mr. Smith can usually be depended upon to exercise a 
reasonable audit over such a form of error. 
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It can then be concluded that, if the schedule of ledger balances 
at the balancing period agrees in total with the Ledger Control or 
Adjustment Account and that this account is in balance with the 
Journals or books of original entry, the intermediate figures 
leading to this position can be safely ignored. This does not, 
however, negative the excellent principle by which the auditor will 
examine and despatch the Customers’ Statements relating to the 
schedule of balances and thereby obtain an independent verification 
by the silence which gives assent. 

One feature of the mechanical posting of the Customers’ 
Ledgers usually to be found in modern bookkeeping machines is 
the production of what is called an Audit or Summary Sheet of 
each group of postings. This consists of a condensed carbon copy 
of the postings made to all accounts which have been operated, and 
it frequently will serve a purpose for internal audit, the control of 
credit, and the supervision of the machine operator’s work. Cases 
have come under notice, however, where this Audit Sheet has 
been constituted as a Sales Book or Journal, giving the impression 
that the Ledger posting, Statements, and book of original entry are 
being compiled simultaneously. In such a case the auditor must 
recognise that the so-called Sales Book is only a reproduction of 
the sales actually posted and that it cannot, therefore, contain any 
variation from what has been entered in the Ledger. Errors of 
omission or commission in posting will be automatically repeated 
in the Summary or Audit Sheet, and it becomes apparent that 
there must be some independent book of original entry or list of 
posting media to pre-determine a total against which the postings 
must balance. To obtain this pre-determined total does not 
necessarily involve special operations, as in most cases it will be 
available from records precedent to the Ledger posting. Sales 
dockets as totalled on the Audit Sheet must agree with the Day 
Book or Sales analysis, cash credits with the cash book. The 
important point to be remembered is that the Audit Sheet is a 
condensed picture of the Ledger postings and not a prime entry 
record. 


Cash Receipts 


Many Australian offices have adopted a method by. which 
the receipts issued to customers are typed on a machine, producing 
simultaneously a loose copy, to act as a posting medium, a loose- 
leaf Cash Book and Bank Deposit Slip, the necessary additions 
being completed at the same time. Here again, we have observed 
auditors going through the process of checking off the loose 
receipt duplicates with the Cash Book—checking the carbon 
duplicate with the carbon triplicate! Obviously the auditor was 
not aware of the process by which the records had been compiled 
and was continuing, according to his own conceptions, the practice 
of checking receipt counterfoils with the Cash Book as under the 
previous manual system. The intermediate process of entering cash 
receipts from counterfoil to Cash Book having been eliminated 
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the necessity for a check over this operation obviously will dis- 
appear. One particularly advantageous feature of this system is 
the fact that the Bank Deposit Slip becomes an exact copy of 
the Cash Book, thereby proving that all amounts for which receipts 
have been issued are completely and promptly deposited. It is 
usual, however, to find this mechanical cash receipting method 
used in many offices where the same machine and operator also 
post the ledger, and this raises the danger signal which is 
consistently included in all auditing text books. It should, there- 
fore, be seen that the actual receipt and deposit of cash and 
cheques is the responsibility of the cashier or of some person other 
than the machine operator. It is sometimes arranged that the opera- 
tor will not handle any cheques or currency at all, but will make out 
the receipts direct from the Statements or correspondence accom- 
panying the cheques, these documents having been previously 
marked to indicate the bank upon which each cheque is drawn so 
that the particulars required on the deposit slip are available to the 
machinist. 
Creditors’ Ledger Accounts 

The only major variation occasioned by a mechanised system 
and not already discussed in connection with Customers’ Accounts 
arises from the wide adoption of what is known as the “Pay 
Voucher” method. Much confusion has been caused by lack of 
appreciation of the principles which this plan involves, and a short 
explanation may be pertinent. The Pay Voucher method involves: 

1. That inward invoices are posted daily as received and 
after verification of details. 

2. That a progressive balance is maintained of each creditor’s 
account in a manner similar to that adopted in connection 
with Customers’ Accounts. 

3. That a Statement known variously as a Pay Voucher, 
Remittance Voucher, Remittance Advice, etc., is compiled 
as a duplicate of the Creditor’s Ledger Account and 
subsequently accompanies the cheque sent in settlement. 

4. That a separate account is opened for each creditor for 
each pay period so that where purchases are being made 
from the one supplier relating to items due for settlement 
in various months these items become automatically 
grouped according to settlement dates. 

This latter point simplifies a merchant’s control of finance in 
that the Control Accounts associated with his Creditors’ Ledger 
become automatically classified as to commitments for this month, 
next month and future months as well as segregating past due 
amounts and those which are subject to discounts for prompt 
settlement. The extent to which the auditor is interested in this 
classification of commitments is naturally dependent upon the basis 
of his appointment and the scope of his audit, but unless it has 
been his duty under a manual system to analyze the state of 
creditors’ accounts he need only concern himself with the aggregate 
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Control Account and the fact that this can be reconciled with an 
analysis of Purchase and Expense on the one hand and the 
Expenditure Cash Book on the other. Again, we might question 
the desirability of checking inward invoices in detail to creditors’ 
accounts. The principal point in the examination of an inward 
invoice is the Nominal Account to which it has been debited so 
that the correct differentiation between capital and revenue items 
can be preserved. If the auditor has cared for this, the crediting 
of the invoice to Jones, Brown or Robinson is a matter than can 
only concern those three interesting people. 

It is not unusual to find that the accounting machine which posts 
to the Creditors’ Ledger prepares simultaneously a Summary 
Sheet of the postings, which is described as a Purchase Journal. 
It must be observed, however, that this is not a Purchase Journal 
in the sense of being a pre-determined and chronological list of 
purchases, and to balance it with the accounts posted at the same 
time is to balance a total with itself. The arithmetical balance to 
be secured, and the only one which is of any value, is the agree- 
ment of the total posted to creditors with the aggregate of debits 
to Nominal Accounts. 


Purchase and Expense Analysis 

In connection with the Creditors’ Ledger system described it 
is necessary that the Purchase and Expense analysis—the figures 
to be posted to the debit of the Nominal Ledger Accounts— 
should be prepared direct from the inward invoices in order to 
secure a complete balancing system. Frequently the analysis of 
Purchases and Expense is secured by the preparation of a sub- 
sidiary ledger in which an account is opened for each purchase or 
expense heading. Postings to these accounts proceed direct from 
the creditors’ invoices and progressive balances are obtained sa 
that at the end of the month each account will have produced a 
total for entry in the Private or General Ledger. Although this 
group of analysis cards has been referred to as a subsidiary ledger, 
it performs the functions of the familiar columnar Purchase 
Journal. This can be better appreciated if we think of each 
Purchase and Expense Account as representing a progressively 
totalled Purchase Journal column. In the posting of these accounts 
a Summary Sheet, sometimes described as a Purchase Summary, 
Expense Summary, General Ledger Summary, Allocation Sum- 
mary, etc., is automatically secured, and it is the practice of some 
auditors to check direct from inward invoices to this Summary in 
order to prove the correct allocation of items to their respective 
ledger headings. When this is done, however, the auditor must 
take steps to satisfy himself that the accounts named on the Sum- 
mary Sheet are in fact the accounts to which the items have been 
posted. To do this it is sometimes arranged that the name of 
each account be inserted on the account card itself, the duplicate 
of this description appearing on the Summary Sheet and thereby 
providing a mechanical check which enables the Summary to be 
accepted with confidence. 
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If then the auditor has checked the inward invoices to the Sum- 
mary Sheet of postings to Nominal Accounts and agrees the total 
of this Summary with the total posted to Creditors’ Accounts he 
has exercised an audit which is beyond criticism. 


Cash Expenditure 

The simultaneous compilation of an Expenditure Cash Book in 
the operation of typing cheques is a familiar exploitation of 
accounting machine principles. Its principal effect from the audit 
standpoint is the elimination of the writing of counterfoils and 
their subsequent transcription to the Cash Book. There can be 
no checking of a transcription which no longer exists. The Cash 
Expenditure Book produced in the cheque writing process may be 
provided with dissection columns, but where the system is operating 
in conjunction with the Creditors’ Ledger system previously 
described the dissection will have been made at the point when the 
liability was introduced, and the items appearing in the Cash 
Expenditure Book will concern only the Creditors’ Accounts, 
The total, therefore, of the Cash Expenditure Book or of the 
Creditors’ Ledger column, where analysis is provided, can be 
checked with the Creditors’ Ledger Control or Adjustment 
Account and brought into its correct relationship to the liquidation 
of commitments. 

Stock and Store Records 

The advancement of machine methods has given a considerable 
impetus to the compilation of stock and store records, and where 
accounts of stocks are kept it might be reasonable to assume that 
the auditor will impose some form of check in order to secure an 
independent verification of the periodical inventory. When stock 
records are mechanised, it is usual to find that an account is 
opened for each line of goods, debited with inward items direct 
from invoices and with outward items from sales dockets or 
requisitions. A progressive balance is maintained in both quantity 
and value and where this is done the average cost of any line of 
stock on hand can be secured by dividing the quantity balance into 
the value balance. This provides an interesting check upon stock 
valuation, while the development of Control Accounts tests the 
physical inventory. Obviously a marked variation between the 
stock sheets and the figures shown on the Control Accounts will 
call for close investigation, but if there is a failure to reconcile the 
Stock Accounts with the Stock Sheet figure the latter must, of 
necessity, provide the basis for the Balance Sheet subject to the 
checking of valuations with the average costs shown in the Stock 
Accounts. 


Cost Accounts 
It is not often that the checking of Cost Accounts comes within 
the orbit of an auditor’s duties, but in the case of special investi- 
gations where mechanised Cost Accounts are concerned it is usually 
possible to establish a connection between these accounts and the 
stock and wages records. For instance, the posting of stock 
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requisitions to the stock cards produces a total which should 
balance with the charging of the same requisitions to their 
respective Cost Accounts. Similarly the posting of wages items 
can be mechanically balanced with the Wages Sheets. Direct 
expense and similar constituents of the cost records will be 
brought into balance with their relevant figures in the financial 
books and accuracy established by the interlocking of Control 
Accounts without any detailed examination of the individual cost 


items. Wages Records 


One of the most significant developments in the mechanisation 
of Pay Office accounting is a plan by which a machine prepares 
the Wages Sheet, types the name and amount on the pay envelope, 
and also records the gross wages on a record card for each 
employee, to provide the necessary figures for taxation returns. 
While, in most instances, the auditor will probably confine his 
attention to a test check only, it is as well that he should understand 
the routine undertaken by the machine and the source of the 
figures which it produces. Normally a machine of this type is used 
to transcribe from Time Cards, Time Rolls or Piece Work records 
the gross wages for each employee and then to insert in the 
classification columns deductions for stamp tax, group insurance, 
superannuation contributions, etc., subtracting these various 
amounts from the gross wages figure and producing the nett 
amount payable to each employee. At the same time, it will add 
the various columns and compute the total of gross wages, nett 
wages and the various deduction columns. 

The total of the nett wages column should agree with the 
cheque drawn for the period and the totals of the deduction 
columns should link with the entries to accounts for super- 
annuation funds, tax contributions, etc. Where the Wages Sheet 
has been departmentalised, the gross wages may be totalled in 
departmental groups and thus furnish figures whic!, will be taken 
up in the Cost Accounts. The method described is sometimes used 
in conjunction with addressing machine equipment, employee’s 
name, number, occupation, etc., being recorded on the addressing 
machine plate and reproduced on Wages Sheets and envelopes as 
required. 

The auditor must bear in mind that the whole of the material 
transcribed to the Wages Sheet and related records by the book- 
keeping machine is practically dependent upon the accuracy of 
the Time Card or Piece Work record from which the information 
was taken. It can be said, therefore, that to impose a check which 
will have any real value recourse should be made to these original 
records, the methods by which time is kept, piece work quantities 
computed, and the identity of employees policed. The application 
of varying rates for different classes of work and for overtime, 
dirt time, height time, etc., must be studied as wel! as the actual 
multiplications necessary to produce the gross wages figure for 
each individual. Unless this figure is correct and can be indepen- 
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dently verified then the checking of the mechanised Wages Sheet 
can only be regarded as a somewhat redundant verification of 
arithmetical accuracy. 


Hire Purchase Accounts 
When Hire Purchase Accounts are mechanised along modern 
lines, it will be found that there is a vastly different method of 
treatment to that usually adopted under manual methods. The 
practice in hand-kept Ledgers and, in fact, with earlier types of 
machines was to raise a debit for the total amount due under the 
Hire Purchase contract and to reduce this progressively by the 
hirer’s payments. The balance of the account would thus show 
at any time the amount remaining to be paid to complete the 
contract, but it did not reveal what portions of this amount were 
due, overdue, or not yet due to be paid. Mechanised systems have 
introduced methods by which the hirer’s account contains two 
balance columns. One of these records the amount of instalments 
due, and the other the amount of the Hiring Contract still out: 
standing. To illustrate this point, the hirer may have entered inte 
an agreement for an article costing £50. His account shows that 
on a given date there is still £20 remaining to be paid. This 

condition may be consistent with the fact that: 
(a) he owes an instalment of £1 and there are no arrears, or 
(b) he owes instalments of £10 representing ten months in 

arrear, or 
(c) he owes instalments of £20, i.e., the whole contract was 
due for completion 20 months previously. 


In order to establish a system which produces these figures it 
is necessary to charge each hirer with instalments as they become 
due. When payments are made, they will reduce both the Instal- 
ment balance column and the Contract balance column. As the 
machines which do this also accumulate the entries to each group 
of accounts operated, it will be obvious that the Control Accounts 
will show in total the balance of contracts outstanding, balance of 
instalments due, balance of instalments in arrear. Such a plan is 
of exceptional advantage to an auditor in determining the collect- 
ible value of Hire Purchase Accounts and enables an assessment 
of conditions to be made without a detailed examination of each 
hirer’s account. The auditor find’ng such a system in operation 
should avail himself of the Control Accounts and can, by com- 
parison between periods, quickly ascertain the improvement or 
deterioration of credit and collection methods. 


Loan Accounts 
Where these accounts are subject to repayment by fixed 
periodical instalments mechanical systems similar to that described 
as applying to Hire Purchase Accounts will come frequently under 
notice. A possible variation is the differentiation between principal 
and interest instalments and payments. This is usually achieved 
by a columnar system which shows for each borrower: 
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(a) principal instalments due, 

(b) principal instalments paid, 

(c) progressive balance of principal instalments 
(d) interest instalments due, 

(e) interest instalments paid, 

(f) progressive balance of interest instalments, 
(g) balance of loan not yet due for repayment. 


It is not necessary here to detail the actual methods of posting 
and recording these accounts, but it can be generally understood 
that as a series of entries are passed through the machine the 
aggregate of these will be carried to a Control Account. It is, 
therefore, practicable to maintain Controls for each of the elements 
“a” to “g” which are classified on the individual borrcwer’s account. 
As each group of entries, whether in the raising of instalment 
debits or the posting of cash received, is summarised on some form 
of Summary or Proof Sheet, the audit programme may be shortened 
by checking from original records to these sheets, checking the 
Proof Sheet totals with the Control Accounts and reconciling these 
Controls with the schedule of individual balances obtained at the 
balancing period. 

Municipal Accounts 

The wide adoption of mechanical accounting by Local Govern- 
ment authorities has wrought many changes in method with conse- 
quent effect upon audit programmes. One important variation has 
effectively abolished the Rate Book and those other registers which 
attempted a combined form of Ledger and Journal. Where it 
was common to find various registers used for Street Construction 
Accounts, Sanitary and Paving Accounts, and sometimes for 
municipally controlled utilities such as electricity, gas and water, 
the tendency under mechanical methods is to develop loose-leaf or 
card ledgers for each ratepayer or consumer.. This has avoided 
the necessity for writing up the full detail of occupiers, descriptions 
of property, etc., in new registers for each year. A card or 
account having been headed, debit and credit entries are made in 
the way usually adopted under commercial conditions. The 
auditor’s duties having been defined by legislation are not subject 
to any material amendment, but where possible he should make use 
of the Summaries and Controls which the mechanical system 
provides to avoid a too laborious examination of detail. To 
illustrate this point, it will be observed that in the majority of 
mechanised Municipal systems a Summary or register of debits 
is secured as the Rates Due are entered on the ratepayer’s 
account. In the same process the machine will probably produce 
the Notice for the ratepayer and will secure separate totals for 
the Valuation, the Rate, and the Arrears Brought Forward, section- 
alised according to Wards. Nothing is to be gained by checking 
the Rate Card to this Summary Sheet as, here again, we would 
be committing the futility of ticking off a duplicate with a 
triplicate. If, however, a check is made from the Valuer’s Book 
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to the Summary Sheet, an independent proof of the valuations 
can be secured and the multiplication of the total valuation by the 
rate should produce the total debit for all ratepayers. The arrears 
showing on the Summary should represent the total outstanding 
on the Rate Ledger prior to the debiting of the new year’s assess- 
ment. The total of the Summary Sheets both for rate debits or 
cash postings will find their way to Control Accounts, and a 
schedule of outstanding balances on the Rate Ledger at any point 
of time must agree with this Control. If accuracy can be estab- 
lished in this way, it is extremely debatable whether each rate- 
payer’s account should be subjected to a detailed check, the only 
factor likely to affect the point is the responsibility or otherwise of 
the Municipal auditor to check for each ratepayer his individual 
indebtedness. The writer inclines to the opinion that the auditor’s 
responsibility is, firstly, to the Government as a critic of the 
accounting administration of the Municipality, and, secondly, to 
the Municipal Council as an independent watchman over the con- 
servation of its funds. 

Cash registers are used very generally for the handling of cash 
in Municipal Offices. A variation is the receipt writing machine 
which is similar to that used in commercial houses and previously 
discussed. Most cash registers in use for this purpose print a 
form of receipt on the Rate Notice or Debit Note presented by the 
ratepayer, and many are devised to record separate totals for Rates, 
Street Construction Accounts, Building Fees, etc. These totals 
are entered in the Cash Book daily and balanced with Bank deposits. 
The Register also provides a separate slip for each payment 
received, and these slips constitute the posting media for entries to 
the individual accounts of the ratepayers. In such instances, the 
auditor is forced to rely upon checking the cash postings with group 
totals, and it is frequently possible to do this by medium of the 
Summary Sheets of these postings so long as the Summary Sheet 
total is traced to its Control and the Control to its ultimate agree- 
ment with the Ledger balance. The same condition applies where 
receipt writing machines are used. It should not be necessary to 
handle the individual posting slips as the mechanical Summary of 
cash postings can be checked back against the Cash Book Sheet 
with much greater facility. The principles outlined in this con- 
nection will apply not only to Rate Accounts, but also to Paving 
Accounts, Street Construction Accounts, and all those Accounts 
which, in effect, represent the Debtors’ Ledger of the Municipality. 
Revenues in the nature of Building Licence fees, Surveying fees, 
etc., do not contemplate the raising of any debit, and the figures 
can be accumulated into convenient totals and posted direct to the 
Revenue Ledger Accounts. Here the audit is necessarily in total 
as the identity of the persons making the payment is lost. 


Accounts Sales 
The accounting routine of Butter and Cheese Factories, 
exporters and dealers in primary produce gives rise to a large 
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yolume of work in the preparation of accounts sales to vendors. 
As this has been mechanised to a wide extent, consideration can be 
given to the possible audit consequence. The usual practice with 
Butter Factories is to build up a fortnightly account for each 
supplier by entering the total weight of the cream delivered from 
day to day, the butterfat test and the total pounds weight of 
butterfat upon which payment is to be made. These figures 
cannot be translated into money values until the completion of 
the fortnightly period, as the price at which butterfat is to be 
purchased is fixed by an organisation which issues a retrospective 
rate at the end of each fortnight. Therefore, it is common to 
find accounts being prepared by machine to record the daily 
particulars on the accounts of suppliers, and, in some cases, the 
machines will extend a progressive total of butterfat for subsequent 
conversion into value. On the debit side of the account charges 
will be made for contra items such as butter and stores supplied, 
cans, freight charges, etc., and the total debit for each fortnight 
is deducted from the total amount due to the supplier before a 
cheque is drawn in settlement. The principal feature of a machine 
system which is of interest to an auditor is the fact that automatic 
Summary Sheets of daily postings can be obtained as the Accounts 
Sales are entered. These Summary Sheets will produce mechanical 
totals of butterfat received, usually classified into columns 
according to hydrometer gradings. These totals should be brought 
into balance with the total quantities treated in the factory, and 
an auditor to exercise a complete check can make use of the daily 
Summary Sheet, and by bringing it into association with a 
Quantity Control Account make sure that the total weight of cream 
treated is consistent with the total for which payments are to be 
made. Similarly, the posting of contras will be recorded on 
Summary Sheets, and should be checked with Freight Accounts 
and/or the Sundry Debtors’ Ledger. 

Similar possibilities exist with regard to Accounts Sales for 
disposal of stock and produce, an essential point being to maintain 
a balance of quantity so as to verify the fact that settlements with 
vendors are consistent with charges to purchasers.. 


Fire Insurance Accounts 

The mechanisation of the accounting routine of Fire and 
Accident Insurance Companies usually involves the simultaneous 
production of the Agent’s Ledger Account, the Agent’s Monthly 
Statement and a Premium Register. The Premium Register, in 
this case, becomes the prototype of a Summary or Proof Sheet 
compiled as the premiums are debited. Again attention must be 
drawn to the fact that under these circumstances the Premium 
Register is not a book of original entry, but merely a condensation 
of the debits actually passed to the accounts. The auditor must, 
therefore, refer back to the actual counterfoils of Renewal Notices 
in order to check the fact that all due charges have been made. 
In doing so the simplest method is to call over the counterfoils 
with the Premium Register Sheet. The total secured in each 
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group of postings will have been passed to a Control Account, 
and once again the schedule of agents’ balances must be in agree- 
ment with the Controls. Policies which have lapsed or premiums 
adjusted and written back will be recorded similarly, but operating 
as credits to the respective agents, and the Register Sheets secured 
in the posting process must be checked with the original authority, 

One might examine very many other specialized machine 
applications such as Life Insurance Accounts, where addressing 
machines are extensively used for the periodical repetition of 
Premium Notices and Receipts, Bank Accounting, Chain Store 
Accounting, etc., hut the major principles are the same as in the 
instances already treated. The important consideration from the 
auditor’s viewpoint is to study the whole system of mechanisation 
in any specific case and trace the entries from their source 
to their ultimate repository. The common features of mechanised 
accounts are the Summary or Proof Sheets and the Control 
Accounts built up from the accumulation of each group of postings. 
If, then, the auditor can take the Control Accounts as his basis, 
trace back the entries from this point to the Summaries which have 
established the Control totals, and thence to the initiating entry 
from which the Summary has been compiled, he can develop a 
form of check which is not practicable under manual systems. 
The fact should be appreciated that a Control Account is not in any 
sense an Adjustment Account. The latter familiar adjunct of 
what have been optimistically described as “Self-balancing Ledgers” 
is built up from totals of books of original entry. The Control 
Account, on the other hand, is built up from totals of postings to 
the ledgers. The audit of a Control Account, therefore, becomes 
in effect a condensed audit of the ledger to which it relates. The 
whole subject is one of vital interest to the auditor and calls for 
many amendments to traditional technique. 





Examination Questions in Bankruptcy 
By N. S. Youns, a.c.a. (Aust.) 


CoMMONWEALTH INstTITUTE 1938 EXAMINATIONS 
Enumerate the provisions regarding the first meeting of creditors 
of a bankrupt’s estate 

The first meeting of creditors of a bankrupt’s estate must be 
called within fourteen days after sequestration, unless the Court 
or the Registrar for any special reason thinks fit to fix a later date. 
(Section 67.) 

This meeting is called to enable creditors— 

(a) To hear the Official Receiver’s preliminary report on his 
investigation of the bankrupt’s financial position and 
affairs generally. 

(b) To appoint a registered trustee to administer the estate in 
lieu of the Official Receiver, if they so desire. (Section 
128 (1).) 
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(c) To question the bankrupt in connection with his con- 
duct, dealings, and financial position. 

(d) To determine the mode to be adopted in dealing with 
the property of the bankrupt. (Section 67.) 

(e) To appoint a Committee of Inspection if they so desire. 
(Section 74.) 

(f) To deal generally with any matters which have or might 
arise in connection with the administration of the estate, 
and on which the Official Receiver requires the direction 
of creditors. (See Section 107 for matters of this 
description. ) 


The manner of calling the first meeting and the regulation of 
proceedings thereat are governed by the provisions of Division 17 
of Part III of the Rules. 


The principal rules are: 


(a) Notice of the meeting, accompanied by a special form of 
proxy, and a summary of the bankrupt’s statement of 
affairs must be given to all creditors at least seven days 
before the date of the meeting. 

(b) The meeting must be held at a place which, in the opinion 
of the Official Receiver, is most convenient for the 
majority in value of the creditors. 

(c) The Official Receiver or some person nominated by him 
shall be chairman. 

(d) The chairman shall have power to admit and reject a 
proof for the purpose of voting, but his decision shall be 
subject to appeal to the Court. 

(e) Nocreditor shall be entitled to vote at the meeting unless 
he has lodged his proof of debt with the Official Receiver 
not later than 12 o’clock of the day preceding the date 
of the meeting. 

(f) Secured creditors, and creditors holding a current Bill 
of Exchange or Promissory Note, may vote, but the value 
of their securities must first be deducted from the amount 
of their claim, and their vote is only effective for the 
deficiency. 

If this procedure is not followed, and the secured 
creditor votes in respect of the whole of his debt, it is 
possible that he will be deemed to have surrendered his 
security. 


(g) A creditor may vote in person or by proxy. 
(h) A quorum for a meeting shall be two. 
(i) The wife or husband of a bankrupt shall not be entitled 


to vote at a meeting. 
(j) Minutes of the meeting shall be kept and signed by the 
chairman, or the chairman of the next ensuing meeting. 
(k) The meeting may be adjourned from time to time and 
place to place by ordinary resolution. 
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Legal Decisions of Interest to Accountants 
Edited by J. S. McINNEs, F.1.c.A. 


Lire ASSURANCE AND BANKRUPTCY 
III 
Policies Charged with Other Assets—Apportionment 


Section 18 of the Queensland Life Assurance Companies Acct of 
1901 provides that policy moneys payable upon the death of the 
assured shall not be liable to be applied or made available in pay- 
ment of the assured’s debts, except by virtue of a contract or charge 
made by the assured in his lifetime, or by virtue of an express 
direction contained in his will. 

Section 41 (1) of the same Act declares that no assignment of a 
policy shall be valid unless it is made in the form prescribed in the 
schedule to the Act nor until it has been registered as provided in 
the Act. 

J. M. Cummins died insolvent, and after proving his will his 
widow, who was sole executrix and sole beneficiary, obtained an 
order under S. 155 of the Bankruptcy Act for the administration 
of his estate in bankruptcy. There was no direction in the will 
charging moneys payable under assurance policies with the payment 
of the testator’s debts. 

To secure repayment of an advance made to him by the A 
Assurance Society, Cummins had executed a morigage over an 
allotment of land, and by way of collateral security had mortgaged 
and assigned two policies on his life with the Society. These 
assignments were in statutory form and were duly registered. 

The trustee in bankruptcy claimed that the moneys payable on 
the two policies, less the sums lent thereon, became the property 
of the trustee at the commencement of the bankruptcy, and con- 
tended that the assured had only an equity of redemption in such 
policies at the date of his death, and that such equitable interest 
was not included in the property excluded by S. 91 (b) of the 
Bankruptcy Act, i.e., “policies of life assurance or endowment.” 

Mr. Justice E. A. Douglas held that the two policies <lid not pass 
to the trustee. 

His Honour said he could not hold that the right to the balance 
of the policy moneys passed to the trustee in bankruptcy because 
such policies had been assigned or charged. If the policies had 
been in force at the date of the commencement of the bankruptcy, 
the trustee in bankruptcy would not have been entitled to them 
after paying the debts due thereon. Sec. 91 (iv) of the Bank- 
ruptcy Act gives the trustee the claim or right of the bankrupt 
to property under a mortgage or lien made by the bankrupt on 
the trustee discharging or offering to discharge any legal liability 
with respect thereto. That subsection is made “subject to this 
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Act.” In the opinion of His Honour the term “property” does 
not include property which by the earlier provisions of the section 
does not pass to the trustee. 

As security for moneys to be advanced upon his guarantee to a 
company with which he was associated, Cummins had executed a 
general lien in favour of a bank. The documents held by the bank 
under the lien included a policy of assurance on his life with the 
N Life Association, shares in companies, and a secured debt owing 
to Cummins. The executrix contended that as the assignment of 
this policy had not been registered as required by S. 41 it was 
invalid. 

Mr. Justice Douglas, following the decision of the Full Court 
of Victoria in Jn re Crothers, (1929) Argus L.R. 242; (1930) 
V.L.R. 49, held that the general lien constituted both a contract and 
a charge within S. 18 of The Life Assurance Companies Act, and 
being an equitable assignment, was not affected by the provisions 
of S. 41 of that Act. 

The trustee in bankruptcy claimed that, as the mortgagee in each 
case had recourse against two classes of secured property, one only 
of which was available to the unsecured creditors in bankruptcy, 
the assets should be marshalled in favour of the unsecured creditors, 
the debt of the mortgagees in each instance should be reduced by 
the moneys received under the policies and the balance only of such 
debt should be thrown upon the other assets of the bankrupt. 

Mr. Justice Douglas decided that the surplus arising from the 
realisation of the securities should be apportioned between the 
executors and the trustee in bankruptcy, proportionately to the 
value of the proceeds of the policies and the proceeds of the other 
assets. His Honour said that the provisions of the Life Assurance 
Companies Act were so explicit that the equitable rule as to mar- 
shalling in favour of unsecured creditors should not be applied by 
an order which would contravene the statute. A charge or assign- 
ment of a policy which was included with a charge or mortgage of 
other property of the debtor should not be treated as charging the 


| whole of the proceeds of the policy for the benefit of unsecured as 


well as secured creditors. On this point His Honour again followed 
the decision of the Full Court of Victoria in Jn re Crothers. 


Accident Policies not Protected 


Pars. (b) and (c) of S. 91 of the Commonwealth Bankruptcy 
Acts protect policies of life assurance or endowment in respect of 
the life of the bankrupt and certain policies for annuities. The 
paragraphs are set out in full on p. 228 of the October issue of this 
journal. In In re Farley; Holden v. Johnson, (1933) V.L.R. 
271, Argus L.R. 396, Mann A.C.J. held that the protection granted 
by these provisions did not extend to accident policies. 

In that case the testator was also insured under what may be 
described as an accident policy, the risks insured against and the 
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benefits to the insured being expressed as follows: “If between 
(certain dates) the insured (1) shall sustain any bodily injury 
caused directly and solely by violent, accidental, external and 
visible means, or (2) is incapacitated through sickness as herein- 
after provided, or (3) becomes totally and incurably blind or 
suffers from complete and permanent paralysis of all the limbs, 
then the company will pay to the insured or, in the event of his 
death, to his legal personal representatives, the sum or sums here- 
inafter mentioned as payable in respect of such event: (1) if such 
injury shall (a) within 90 days from the occurrence thereof solely 
and directly cause the death of the insured, the capital sum of 
£1000; (b) independently of all other causes, necessarily, continu- 
ously and totally disable the insured . . . compensation during such 
total disablement at the rate of £6 per week; (c) independently of 
all other causes, partially disable the insured . . . compensation 
during such partial disablement at the rate of £1/10/0 per week.” 
The policy also provided for payment of weekly compensation in 
the case of certain specified illnesses, but not for any payment on 
death. 

After the death of the testator doubts arose as to whether any 
of the events insured against had happened. Finally the insurance 
company compromised the claim by paying the executors £800. 

The question arose whether the protection of S. 91 (b) extended 
to accident policies and one of the questions submitted by the 
executors to the Court was as to what person should the executors 
pay the proceeds of this accident policy. 

Mann A.C.J. held—without attempting any definition of the 
words “life assurance or endowment”—that this policy was not a 
policy of life assurance or endowment within the meaning of S. 
91 (b), and therefore the trustee in bankruptcy was entitled to 
the proceeds thereof as part of the divisible property of the 
bankrupt. 

After referring to the undertaking of the insurance company 
as expressed in the policy His Honour continued: “Those are the 
events upon which liability arises, and the death of the assured is 
not mentioned as one of them. But there follows directly a series 
of provisions regulating the different amounts to be paid to the 
assured in different events. There are five of these amounts 
varying according to the events, and the death of the assured 
arising by reason of the injury mentioned above is an occurrence 
upon which the largest sum by way of compensation is paid. But 
that is all that can be said with regard to it. If the events insured 
against result in death, one sum is to be paid. If they result in 
certain disablements as set out in the policy other sums are to be 
paid. Now, I quite realise that that sort of policy may be said in 
a certain sense to contain an insurance against death from accident; 
but in my opinion, the policy is not, either by reason of its form or 
by reason of its true effect, such as is intended by the words which 
have to be construed in this Act. . . . The result of that view is that 
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the whole of the proceeds of this policy are, in my judgment, 
available in the hands of the trustee in bankruptcy for distribution 
under the administration order in that Court.” 


Protection of Policies Issued Outside the Commonwealth 


Sec. 65 (2) of the Life Insurance Act, 1908, of New Zealand, 
provided as follows: “Where a policy-holder dies leaving a will, 
the policy-moneys shall not be applied in payment of his debts or 
of any legacies payable under his will unless in and by his will he 
has by express words specially referring to such moneys declared 
that the same shall be so applied.” The Act also contained pro- 
visions protecting life insurance policies in the event of the bank- 
ruptcy of the assured. 

In 1904 when G. D. Lyon was a domiciled Scotsman residing 
in London, he took out a policy of life assurance for £500 and 
bonuses with the Scottish Widows’ Fund and Life Assurance 
Society. The policy appears to have been issued in Scotland, 
where the head office of the assurance society was situated. Subse- 
quently Lyon went to New Zealand, and he died in 1932 domiciled 
in New Zealand. The assurance society had never carried on 
business in New Zealand, and had never had any office or agent 
there. 

By his will Lyon gave and bequeathed all policies of insurance 
on his life to his wife and certain of his children and he did not 
make any express declaration therein that the policy moneys were 
to be applied in payment of his debts. 

The sum payable under the policy was about £800. The estate 
of the deceased proved to be insolvent. 

The administrator of the testator’s estate having taken out an 
originating summons to have it determined whether the provisions 
of S. 65 were applicable to the moneys payable under the policy 
issued in Scotland so as to render such moneys not available for 
payment of the debts of the deceased, it was held by the Privy 
Council, affirming the decision of the Court of Appeal of New 
Zealand, that S. 65 was applicable to the moneys payable under the 
policy, although the company which issued it did not carry on 
business in New Zealand or have a secretary or other officer 
there. There was nothing in the New Zealand Act sufficient to 
justify an implication of such a limitation. The proceeds of the 
policy therefore were not available to the creditors. 

The Privy Council agreed with the following statement of 
Kennedy J. in the New Zealand Court of Appeal: “The object of 
S. 65 plainly is to encourage provision by way of insurance for the 
person insured and his wife or children, even to the extent of 
freeing the proceeds of an insurance policy from the claims of 
creditors. Individuals, and not policies, are the objects of the 
solicitude of the legislature. If that be the true view, as I think it 
is, then there does not appear any reason why protection should 
apply for the benefit of a policy-holder, his wife or children, in 
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respect of a policy which has been issued in New Zealand or ona 
proposal made in New Zealand, but should not apply for the benefit 
of the same person or persons in respect of a policy issued abroad 
on a proposal there made.” Public Trustee of New Zealand v, 
Lyon, (1936) A.C. 166. 


On the reasoning of the Privy Council in the above case it may 
be inferred that, subject to any express provisioris in the Statutes 
of each State, the protection given to policies of life assurance is 
not limited to policies issued by assurance companies carrying on 
business in the Commonwealth (in cases to which the Common- 
wealth Bankruptcy Act applies) or the particular State (in other 
cases ). 

In the South Australian case of In re Flood (deceased), (1933) 
S.A.S.R. 203, where the estate of the deceased was insolvent and 
was being administered by the executor out of Court—i.e., the 
estate, though insolvent, was not being administered under an order 
of the Court or under the Commonwealth Bankruptcy Act—Mr. 
Justice Richards held that the protection to policies of life assurance 
given by the South Australian Policies Protection Act, 1887, is 
not confined to moneys payable under policies effected in South 
Australia, nor to policy moneys collected in South Australia; that 
an Act of the South Australian Parliament could operate to compel 
a South Australian administrator to treat policy moneys wherever 
collected as protected; and that policy moneys transmitted from 
Queensland to South Australia were protected under the Policies 
Protection Act, 1887. 





VALUATION OF MortGaGe Dest ror Deatu Duties Purposes 

On October 1, 1936, the New Zealand Parliament passed the 
Mortgagors and Lessees Rehabilitation Act. The effect of this 
Act was to give a mortgagor a statutory right to have the mortgage 
debt adjusted. It also had the effect of rendering the mortgage 
debt not recoverable excepting under the conditions laid down in 
the Act and to the extent determined by the machinery provided 
by the Act. 

Elizabeth Richards died on November 6, 1936, and among her 
assets was a second mortgage to secure the sum of £17,840 lent 
by her, upon which interest had accrued amounting to £3,096/7/4, 
a total of £20,936/7/4. 

The mortgagor had applied to the Adjustment Commission for 
an adjustment of the mortgage. Before the Commission made an 
order the executors filed accounts of the estate and the Com- 
missioner of Stamp Duties assessed the value of the mortgage and 
accrued interest at £20,019/2/5, this being the estimate of the 
Stamp Commissioner of the amount that would be fixed by the 
Commission on adjustment. Subsequently the Commissioner of 
Stamp Duties offered to accept £17,840 as the valuation of the 
principal sum and to eliminate the amount of accrued interest. 
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Neither of these valuations was acceptable to the executors, who 
claimed that the asset could not be of greater value than the sum 
at which it should be adjusted. In the meantime the Adjustment 
Commission had made an order reducing the indebtedness of the 
mortgagor as at the date of the death of the deceased to the sum 
of £14,649/17/1. The executors claimed that this amount repre- 
sented the actual value of the mortgage on which duty should be 
assessed. 

On appeal to the Court, the Commissioner of Stamp Duties 
contended that, by S. 71 of the Death Duties Act 1921, the value 
of the mortgage was to be ascertained by him in such manner 
as he thought fit. He claimed that in valuing the mortgage as at 
the date of death he was not required to do more than to take 
into account and consider the possible effect upon the value of the 
mortgage of the future report of the Adjustment Commission. 

The executors contended that the value for death duty purposes 
of the mortgage could not be more than could be recovered under 
the provisions of the Mortgagors and Lessees Rehabilitation Act. 

Mr. Justice Northcroft agreed with the executors. In Beamish 
v. Commissioner of Stamp Duties, (1937) N.Z.L.R. 217; G.L.R. 
228—discussed on p. 461 of the July, 1938, issue of this journal— 
Mr. Justice Ostler held that the value of debts for death duty 
purposes was no more than could be recovered in bankruptcy from 
the estates of the debtors as at the date of death of the testator, 
and the reasoning in that judgment was applicable to the circum- 
stances of this case. Here it was not a question of the effect of 
the bankruptcy laws, but of the Mortgagors and Lessees Rehabili- 
tation Act. The result, however, was the same. The latter 
enactment controlled the extent to which the indebtedness of the 
debtor was recoverable, and so fixed the value of the mortgage 
debt as an asset in the estate of the deceased. 

His Honor therefore decided that the correct valuation of the 
mortgage debt was the sum fixed by the Adjustment Commission, 
viz., £14,649/17/1. 

Cotton v. Commissioner of Stamp Duties (1938) N.Z.L.R. 698. 





Factors in Factory Production 
By J. W. H. JACKSON, A.F.1.A., F.C.A.A. 


Evolution from primitive manufacture to modern production 
spreads over approximately three centuries. During this period 
the most significant advance has been development, in stages, of 
the use of machinery. It is correctly described as machino-facture. 
These earlier industries primarily grew without much pre-deter- 
mination of policy, or any comparative degree of technical plan- 
ning. The need for such planning did not exist. It is only in the 
more recent years of extensive plants and centralised control, with 
techniques of organisation and management becoming so important 
a feature of our industrial life, that the establishment of a factory 
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in contemporary industry demands such a great deal of preliminary 
preparation by men possessing the special and expert technical 
knowledge. Planning is now essential. 

In planning the establishment of a modern factory of any mag- 
nitude, there are three important people to be consulted. They 
are the Industrial Manager, the Industrial Engineer and the 
Industrial Accountant. 

The Industrial Manager submits, inter alia, requirements of 
manufacture, methods to be employed, and the organisation neces- 
sary for co-ordinating these many and varied activities. 

The Industrial Engineer is concerned with problems of build- 
ings, plant, power, etc. 

The Industrial Accountant, equally important, is interested in 
the above functions in so far as they are direct or indirect deter- 
mining factors in costs of production. 

These experts comprise a committee. The primary and funda- 
mental problems for consideration by this committee may be 
enumerated as follow: 

Location of factory. 

Layout of plant. 

Internal facilities. 

Light and power. 

Ventilation and environment. 
Industrial safety. 


Location 

In its early evolution, industrial organisation concentrated 
specialised industries in particular localities. This is known as 
Localisation of Industry, and the causes are mainly physical. It 
was due to the discovery of raw materials and the need for access 
to rivers and canals. It was influenced also by character of climate 
and nature of soil. This economic law maintains its effectiveness 
even to-day. Specific industries minimise handling costs by 
establishing the site of fabrication in close proximity to supplies 
of raw material. Obnoxious trades, by necessity, are restricted to 
certain areas. But apart from exceptional circumstances, the 
main considerations in choosing a site, suitable in its relation to 
costs, are as follow: 

Availability of suitable labour supply. 
Peculiarities of the market. 

Source of raw material. 

Supply of power. 

Transport facilities. 

Proximity of allied industries. 

Value and size of land. 

The absence of a reliable supply of skilled workmen involves 
either training of available labour or transfer of skilled men from 
another centre. Cases are known of operatives being transported 
overseas for the purpose of forming the nucleus of a new factory, 
the expense involved being borne by the enterprise. Furthermore, 
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a dearth of suitable skilled labour on the local market may be 
reflected in payment of wages higher than current rates. 

Peculiarities of the Sales market may demand location within or 
near a large city. On the other hand, the type of product may 
compel location within a suburban or outer suburban area. Exist- 
ence of educational facilities for skilled craftsmen may be a condi- 
tion affecting location. 

Prompt supplies of raw materials would be an important factor in 
choice of a site. Proximity to source of supply will minimise 
transport costs, and, in specific instances, will preserve quality. In 
vertical rationalisation particularly, it is essential. 

A further important consideration is a reliable supply of elec- 
tric power. In Victoria, development of electrification schemes 
is rapidly eliminating restriction to any particular area, and the 
terms of supply are conducive to increased consumption. Never- 
theless, if steam power is chosen, consideration must be given to 
transport and other costs entailed in obtaining suitable fuel. 

The transport function in modern industry is becoming so 
important that some manufacturers find it profitable to own, con- 
trol and maintain their own motor vehicles, ships, and sometimes 
local railway equipment. When an enterprise is solely dependent 
on outside transport services, however, some attention must be 
given to the distance from railway sidings, seaboard, docks and 
wharves. In the absence of a self-owned motor fleet, some trans- 
port will be entrusted to efficient and reliable carrying services. 
In any case, handling costs and incidental losses, consequent upon 
storing and shipping, must be kept to a minimum. 

The importance of proximity of allied industries will be recog- 
nised by manufacturers who require machinery, machine parts, 
or urgent repairs at short notice. It is a common experience to 
find die-makers, tool-makers, machinery merchants, iron-yards 
and foundries near large engineering centres. Similarly, near an 
automobile plant will be found industries supplementary to auto- 
mobile production. These incidental services are of valuable 
assistance in maintaining continuity in the flow of production. 
Without them, frequently idleness of plant and disorganisation of 
output would result. Costs are, consequently, increased. 

Choice of land, whether freehold or leasehold, is necessarily a 
matter which has important influence on costs of production. Such 
matters as purchase price, terms of lease, preparation of founda- 
tions, and suitability of area call for close attention. 

Taking a long-range view, one must devote some thought to 
possibilities of expansion, recreational and educational facilities 
for employees, and also possible residential qualifications. Then, 
again, adequate water supply and sewerage are essential services 
for which provision must be made in the construction of a modern 
factory. The initial costs undoubtedly will be included in Capital 
value, but, ultimately, manufacturing expense will be required to 
carry its share. Embodiment of all favourable features in choice of 
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site may not be possible of achievement; the alternative js 


compromise. Layout 


Attention is then directed to problems in connection with build- 
ings and general layout. A continuous industry, whether synthetic 
or analytical, presents problems different from those encountered 
in an assembly industry. Type, size, weight and form of product, 
and operations of manufacture, also possess elements of a particu- 
lar nature. Construction of buildings, their size and type, there- 
fore, depend upon these considerations. Single floors are desirable, 
particularly when heavy machinery is to be installed; but in some 
highly automatised industries, multi-floor structures are essential 
for efficient performance of various manufacturing processes, 
Whichever is necessary, the structure must be considered with a 
view to minimum cost a square foot of floor space. Pillars, stair- 
ways and passages represent floor space unavailable for produc- 
tive operations. Services incidental to production, such as lava- 
tories and cloak-rooms, should, if possible, be in elevated positions, 
such as balconies. Vibration of machinery, fire risks, and expe- 
ditious handling of material are further matters requiring due 
consideration. Eventually, the final decision must be controlled 
by estimated costs of construction, operating, maintenance, repairs, 
depreciation, rates and taxes, etc., all of which become part of 
manufacturing expense. 

An efficient layout of plant connotes proper balance of depart- 
ments and operations, so that the plant capacity in one department 
will be sufficient to absorb output from another department, and in 
turn will be able to feed the subsequent processes without causing 
banking up, delay or confusion. Production centres should be 
organised so that a machine or group of machines, with adequate 
room for operatives and material, comprise a unit. This is 
important for the purpose of machine hour costs. Direct line 
production, if applicable, has many obvious advantages, some of 
which are specialisation, standardisation, speedy production, mini- 
mum handling within the factory, and a higher degree of con- 
centration. 

Sufficient floor space should be available for freedom of move- 
ment. Congestion should be avoided. Service units, such as 
Stores, Toolroom, etc., should be located so that easy access can 
be obtained without hindrance to production. In planning the 
layout, sufficient space should be reserved for benches, stores, 
tools, equipment, alignment of machines, and for future expansion. 

The exigencies of advanced civilisation compel provision for 
bomb-proof shelters and anti-gas chambers as protection from 
potential air raids. An additional feature of ultra-modern industry 
is organisation of plant with a view to speedy conversion from 
normal production to production of munitions of war. Already 
costs of gas training and decontamination squads, etc., are being 
added to the elements of manufacturing expense. 
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Internal Facilities 

A more humane result of modern industrialism, however, is the 
lightening of human toil by installation of labour-saving appliances. 
These have been instrumental in achieving important reductions in 
handling costs within the factory. 

In preparing the plant layout, sufficient space should be allowed 
for operating an internal transport system. Aisles must be of 
requisite width to permit trolleys to move freely and unimpeded 
from machine to machine, or inter-departmentally. For handling 
heavy material, overhead cranes are essential. Portable cranes 
also are obtainable. Mechanical loading devices, tiering machines, 
tramway systems and conveyors are becoming of common usage. 
Employment of conveyors converts intermittent production to con- 
tinuous production. One of the most interesting examples of 
mechanical handling of heavy metal in large quantities is the electro- 
magnetic crane. Naturally, form, weight and size of products 
determine the mode of transport. Similarly, the quantity to he 
moved, the distance it has to travel, and frequency of trips have 
a deciding influence. 

In methods of manufacture requiring vertical movement, chutes 
or conveyors operated by power or gravity are used. Other 
methods of manufacture require horizontal movement, while 
another combines both vertical and horizontal. 

In some factories, even to-day, irrespective of product or pro- 
cess, there are opportunities for reducing costs by using labour- 
saving equipment. 

Light and Power 

Effectiveness of modern equipment and of a well-planned layout, 
however, is controlled considerably by efficiency of lighting facili- 
ties. Provision of adequate lighting facilities, apart from being 
an element of manufacturing expense, is also an important factor 
in effecting savings and avoiding losses. In fact, it may be con- 
sidered an investment. In this respect the Industrial Engineer 
is able to supply technical information regarding both natural and 
artificial lighting. 

Provision of natural lighting is effected by the structure and 
design of the building itself, and also by the character and colour 
of adjacent buildings. Light spaces are now features of modern 
construction. In addition, large steel-framed windows, sometimes 
occupying almost the whole wall-space of a building, and contain- 
ing specially tinted ribbed glass, are proving highly satisfactory. 
Then the height of a room determines the quantity of light that 
can be admitted, and the size of a room determines the distance 
which it will be required to penetrate. Ratio of floor space to 
window space, however, should not be more than six to one. Saw- 
tooth roofs are of great value to a single-floor construction. The 
supply of natural lighting, however limited, can be more exten- 
sively utilised by painting the interior of buildings. Colours in 
descending order of suitability for reflection are white, light grey, 
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buff, light green, brown. They absorb light in reverse order. 

In the use of artificial lighting we have a choice between gas and 
electricity. For some purposes gas appears to be the more suit- 
able, so much so that in parts of England electricity is being sup- 
planted by gas. Whichever is used, the fundamental problems 
remain. Sufficiency of illumination varies according to type of 
operation, kind of material being manufactured, and internal sur- 
roundings. The unit of measurement, incidentally, is known as a 
foot candle. Work which requires continuous concentration natu- 
rally requires a maximum of foot candles. Work of a supervisory 
nature, however, would not require such an intensity. Artificial 
lighting, to give best results, must have a pleasing colour, must be 
uniformly diffused, and, above all, must be free from glare. Fur- 
thermore, it must be safe to handle, free from vaporous impurities 
and shadowless. 

Methods of illumination may be general, group or local. In 
general lighting, large units are placed near the ceiling, with a view 
to giving equal intensity throughout the whole room. This arrange- 
ment is used mainly in spacious workrooms. Group lighting con- 
sists of a group of units placed in a particular area for the purpose 
of giving a concentrated intensity in a definite spot, i.e., a group 
of machines. Local lighting is the provision of a single unit used 
in illuminating a single machine, or part of a bench. These three 
methods may be used simultaneously. The types of reflectors, and 
their particular uses, call for advice from the Industrial Engineer. 
This is a technical matter. 

Once the lighting system is installed, care should be devoted to 
its proper maintenance by regular cleaning of reflectors, etc., and 
prompt replacement of deteriorated lamps. Some of the conse- 
quences of inadequate or defective lighting, and losses resulting 
therefrom, are reflected in accidents, diminution of production, 
spoilt work, and absences caused by illness. Not only quantity, 
but also quality of production, eventually suffers. Manufacturing 
expense bears the loss. 

The supply of adequate power, involving consideration of load 
and power factors, is another problem for the Industrial Engineer. 
This, again, is subject to conditions governing different types of 
manufacture and variations in average and maximum loads. In 
some industries, the demand for adequate power at the point of 
application is constant. In others, it is intermittent. Whether 
steam power, with self-owned generating plant, is used, or whether 
electric energy is purchased, the final necessity is adequate and 
economical supply. The deciding principle is essentially the cost 
per horse-power hour, or kilowatt hour. In the case of self-owned 
plant, attention must be given to the need of satisfactory supplies of 
suitable fuel, and provision of storage and handling facilities. Then 
some thought must be given to costs of operation, e.g., fuel costs, 
water supply, labour, various supplies, taxes and insurance. Fur- 
thermore, there is involved also maintenance, repairs and deprecia- 
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tion, etc., of buildings, boilers, turbines, generators, motors and 
coal-handling equipment. There arises also the need of reserve 
plant in minimising breakdown losses. As horse-power increases, 
however, purchase of electric energy becomes more convenient and 
profitable. 

Transmission of power through the factory may be by single 
motor main drive, group drive or individual motor drive. Single 
motor drive represents transmission of power from its source by 
medium of a driving belt to the main lineshaft. From this main- 
shaft, pulleys and belts connect with jackshafts, and then counter- 
shafts. This method is now obsolete. The group drive requires 
a separate motor for each jackshaft or sectionalised mainshaft. 
This means that a machine or group of machines may be used 
without employing all other transmitting equipment. Obviously 
this method is more flexible than a single drive, and consequently, 
in many ways, is more efficient. Running costs are definitely less. 
In the individual drive, a motor is attached to each machine, either 
on or near it, and connected by gears, chain or belt. Each machine, 
therefore, is a separate unit, and can be independently operated. 
One important fact concerning individual drive is that the possi- 
bility of losing power between source of transmission and point of 
operation is reduced to a minimum. Sometimes, group and indi- 
vidual drives are used conjointly. To obtain best results from any 
equipment, it is essential that sufficient consideration be given to 
maintenance and smooth running. Losses can be incurred by 
worn bearings, dirty motors, defective commutators, loose belting, 
excessive shaft friction, overloading, etc. The Industrial Accountant 
should maintain a constant check on costs of power leakage, with 
a view to assisting the Industrial Engineer in maintaining efficient 
transmission. The Industrial Manager eventually is assisted in 
obtaining efficient production. 


Ventilation and Environment 


It is only in recent years that any scientific study has been 
applied to the subject of industrial ventilation and air-conditioning. 
Investigation already has revealed that approximately 3,000 cub. ft. 
of air per person per hour, of the right temperature and humidity, 
should be provided, and that the air should be changed three or 
more times per hour. Faulty ventilation may cause draughtiness, 
or it may induce lassitude, discomfort and fatigue. A great deal 
depends upon the manufacturing process and the type of product 
as to the remedy to be applied. In any case, a large measure of 
relief is obtainable by air movement. Stagnant air is an important 
cause of industrial fatigue. Utilisation of a blower or fan drawing 
fresh air in, and propelling it through the premises by a series 
of ducts, provides a generally satisfactory air-conditioning system. 
At the same time, the air, after being cleansed and humidified, is 
uniformly distributed through the building. The removal of dust 
and fumes is essential. 








398 THE AUSTRALIAN ACCOUNTANT DEC. 


In summary, the air in a well-ventilated room should be cool— 
not hot, dry—not damp, moving—not stagnant. 

Losses due to incorrect ventilation are illness, faulty production 
and accidents. In certain industries, incorrect temperature affects 
quality of the product. In others, operation of delicate machinery 
is seriously hampered. These problems are of a technical nature. 

The subject of air, ventilation and temperature within the fac- 
tory is closely allied to the question of environment. Environment 
similarly introduces the possibilities of employees’ welfare schemes, 
a comprehensive consideration of which would entail another essay. 
A brief survey of improvements in this direction, however, will 
suffice. 

In many enterprises of to-day efforts are being made to brighten 
the factory surroundings by planting of lawns and rockeries. These 
require upkeep. Rest rooms, reading rooms, and dining rooms 
are common features, while in some large undertakings, sporting 
facilities (tennis, swimming) and musical entertainment (radio) 
are provided as a means of lunch-hour relaxation. More far- 
reaching schemes, however, comprise technical educational facili- 
ties, housing, and medical assistance. The furnishing of these 
services undoubtedly is restricted according to the size and financial 
stability of the undertaking. Some of these services (such as 
dining rooms) may be self-supporting, but others are definitely of 
a non-revenue nature. The costs are ascertainable in figures, but 
the benefits obtained from consequent harmonious relations and 
efficient production are not always so directly definable. Never- 
theless, evidence as to the profitableness, desirability and neces- 
sity of these innovations is ample, convincing, and easily obtainable. 

This now brings us to the question of conditions within the 


factory. . 
- Industrial Safety 


The appalling conditions of employment, and the cruel treatment 
of factory workers during the early stages of industrialism in 
England, provide sufficient material for several essays. The only 
point of significance at this stage is the legislative enactment of 
reforms originating with Sir Robert Peel, Robert Owen, Lord 
Ashley, and others. Beginning with reduction of hours, limitation 
of child labour, and other improvements, these reforms, with the 
growth of modern productive facilities, have been extended so as 
to embrace many other matters affecting factory conditions. To-day, 
factory inspectors are employed to supervise and report on instal- 
lations of safety devices and accident prevention methods. In 
addition, we have Workers’ Compensation Acts. As the result 
of educational propaganda in the principles of “Safety First,” 
employers and employees now use precautionary measures to their 
mutual benefit. Even so, industrial accidents assume the proportion 
of casualties suffered by belligerent armies on the battlefield. 

Apart from any humane consideration, Industrial Safety is a 
factor in production which has to be faced when dealing with prob- 
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lems of manufacturing costs, for it involves losses due to dislo- 
cation of output, increased labour turnover, and payment of com- 
pensation. Furthermore, it is a factor which is not uncontrollable 
nor inevitable. Many of our industrial accidents can be avoided. 
Some would be less disastrous if sufficient precautions were 
observed, and efficient safeguards installed. 

Appliances and methods of protection are numerous, and they 
vary according to the type of industry. Some are very simple. 
An illustration of the use of science in preventing industrial 
casualties is the use of an invisible ray on machine presses. This 
invisible ray is concentrated on the machine in such a manner that, 
when any part of the operator comes within the danger zone, the 
machine automatically stops. 

Management naturally has a responsibility in this matter, and 
in the desire to avoid unnecessary costs, it must incur expenditure in 
maintaining tools, equipment and buildings, at all times, in a state 
of good repair. Defective material, unsuitable tools, faulty 
machinery are definitely inexcusable. Other sources of trouble are 
slippery floors, worn stairways, broken ground, unguarded plat- 
forms, dangerous ladders, inadequate internal transport, insuffi- 
cient moving space, unprotected machinery, etc. Then there is 
also the problem of monotonous repetitive operations and indus- 
trial fatigue, both of which are responsible for many accidents. 
Monotony can be relieved by frequent changing of operations, 
operatives or methods. Industrial fatigue can be relieved by 
frequent rest pauses. 

Provision should be made for prevention of inhalation of indus- 
trial dusts, gases, or fumes, and the diminution of danger arising 
from handling of chemicals and other liquids. In some cases pro- 
tection of eyes is essential. 

Another important feature of accident prevention is the need for 
suitable fire fighting equipment and construction of adequate 
escapes.. In some industries, where. material is inflammable, and 
operatives are closely congregated, fire drill should be compulsory. 

In dealing with industrial safety, sanitation of the factory and 
health of employees must not be overlooked. This implies instal- 
lation of suitable washing and drinking facilities, removal of 
tubbish or dust from premises, and disposal of sewage and factory 
wastes. Space, however, will not permit of a detailed examination 
of recent developments in factory sanitation. Suffice to add, that 
regular maintenance and cleaning of these services must be 
included in costs of factotum. These essential burdens on pro- 
duction are charged to each department or centre on the basis of 
cost per employee. 

Conclusion 

All the foregoing implies a certain amount of premeditation, 
planning and investigation. 

Once the buildings have been erected, equipment installed, and 
finality reached, it then becomes essential to examine problems 
arising from maintenance and upkeep. Adequate maintenance 
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controls physical depreciation, reduces capital investment, and 
assists in retention of manufacturing standards. In addition, 
losses incurred by accidents and idle equipment are considerably 
reduced. Therefore, without due consideration of the function of 
maintenance, its planning, classification, scheduling and control, 
most of the initial forethought and expert preparation will be 
merely an addition of another chapter to the already large volume 
of wasted effort. 

To be comprehensive in a study of factors governing manufac- 
ture, one is compelled to mention the need to simplify and stan- 
dardise products, parts, tools and equipment; the need, also, for 
planning and routing of work to be performed, and, finally, the 
need of control by accurate forecasting. Each department, and each 
centre, in anticipation, is thus able to dovetail its activities with the 
co-operative efforts of other departments or centres of production. 

Management, organisation and sound administration, then, pro- 
vide the co-ordinating powers so essential in controlling the effi- 
ciency of this intricate industrial mechanism on which the fate of 
so many humans depends. 

Finally, the price of progress must include the cost of economic 
security. 
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